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Time, error and operator boredom are 
eliminated with the assured accuracy 
of Friden’s ‘Tape-Talk’ Systems. The 
Friden Flexowriter punches your vital 
information on tape as a by-product of 
all data typed. This provides accurate 
records for automatic handling of 





ee aePEAT PERFORMANCE 


almost every communicative routine, 
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your local Friden representative for a 
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. . ». A GOOD MAN TO KNOW 


Your Independent Insurance Agent is a good man to call when it’s a matter of 
VALUABLE PAPERS AND ACCOUNTS RECEIVABLE PROTECTION. 
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He offers alert, on the spot, expert service that can save you trouble and time. 


Ask your independent insurance agent or our nearest branch office 
about our COMPREHENSIVE INSURANCE SERVICE including all 
types of 

LIABILITY 

FIRE 

SURETY and MULTI-PERIL Risks 


Consult him for a professional analysis of your or your clients’ 
insurance problems and needs. 


Half a Century of fair dealing 





The Canadian Surety Company 


M. B. STRONG, President and General Manager 
Head Office: Toronto, Ontario. 


Branch Offices: 


Halifax, Montreal, Ottawa, Winnipeg, Edmonton, Calgary, Vancouver 


FIRE — CASUALTY — SURETY — INLAND 
TRANSPORTATION 
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trusteeship at a high 
level of efficiency. 
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Toronto Montreal 


Hamilton Winnipeg Calgary Trust 
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Here’s how busy people 


save TIME and 
MONEY* 


They bank by mail the B of M way. 

You can get full details without 
obligation at your nearest branch 
of the Bank of Montreal. Why not 


MYO ANK 
call in or write today? 


Bank or MonrTREAL 
Canadas First Bank 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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IN THIS ISSUE 


M. A. MACKENZIE, C.A. (page 530) 

It has been said that the practis- 
ing accountant is an important link 
in the growth pattern of direct cost- 
ing. In many instances companies 
that have learned of direct costing 
will want to obtain advice and a com- 
prehensive opinion on it from their 
auditors. For this reason Michael A. 
Mackenzie’s articles “Direct Costing: 
Its Significance for Financial Re- 
porting” will be most useful. Pro- 
ponents of direct costing have time 
and time again emphasized that this 
form of accounting has enabled them 
to improve their presentation of in- 
formation, and the author studies the 
merits and demerits of using direct 
costing methods for financial state- 
ment purposes as well as periodic 
statements produced for management 
and shareholders. Many accountants 
today are seriously concerned with 
the problem of communication of 
financial information. The question is 
to assess the importance of clear 
understandable information for man- 
agement in relation to any conflict 
with accepted accounting procedures. 


Mr. Mackenzie is a partner in the 
Toronto office of Clarkson, Gordon 
& Co., and a member of the Institute 
of Chartered Accountants of Ontario. 
He is a graduate of the University of 
Toronto and in 1955 obtained his 
M.B.A. from the Harvard Business 
School. 


P. CREIGHTON, C.A. (page 539) 
Whether a business is large or 
small the objectives of those who di- 
rect the enterprise are that it shall be 
strong, vigorous and profitable. Each 
year businesses come and go and, un- 
fortunately, adverse circumstances 
tend to affect the smaller firm more, 
proportionately, than a larger cor- 


poration in a similar situation. The 
reasons for this are not hard to find, 
writes Philip Creighton in his article 
“Pitfalls in Managing a Smaller Com- 
pany”, and the author outlines some 
of the weaknesses which prove most 
damaging. There is no doubt that 
the smaller company is more likely to 
succeed if it follows a well-planned 
course guided by accepted rules of 
practice, and “the best way to avoid 
bankruptcy is to find out the unpleas- 
ant facts about one’s business before 
the creditors do”, writes Mr. Creigh- 
ton. 


The author is a consultant in To- 
ronto with The Thorne Group Ltd. 
and a member of the Institute of 
Chartered Accountants of Ontario. 
He graduated in Modern History 
from the University of Toronto and 
subsequently obtained his M.A. from 
Oxford University. He has written 
numerous articles for business and 
professional journals. 


G. H. COWPERTHWAITE, C.A. 

(page 543) 

In recent years more and more 
companies have been changing over 
to mechanized and electronic equip- 
ment, and the banking industry is one 
of those who have spent considerable 
time and money in developing sys- 
tems which they considered would be 
applicable to their particular opera- 
tions. The work has involved changes 
in banking documents and procedures 
as well as developments in new kinds 
of electronic printing and sorting 
methods, and in “Bank Automation 
— A Review” Gordon H. Cowper- 
thwaite describes the high-speed 
equipment which is now available for 
the processing of cheques and which 
will be used more extensively in the 
next few years. It would seem that 
electronic banking is further ahead in 
the United States than in Canada; but 
the author indicates that the change- 
over in this country should be accom- 

Continued on page 510 


508 











There’s Something Special about 


du MAURIER 


z ee 
© most effective filter tip yet developed ey 
e choicest, extra mild Virginia tobaccos 
e rich flavour, exceptional smoothness 
e firmly packed for longer-lasting smoking pleasure 


fldu MAURIER 


A Really Milder High Grade Virginia Cigarette 
with the EXCLUSIVE “7%(cl€ecel, SUPER FILTER 





eS \ y 


LIGHTER — STRONGER 


VULCAN 


Less weight to carry, Aluminum alloy 
metals. Automatic end lock—no key to 
lose. In Green or Black binding for 
standard size ledger and columnar sheets. 
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plished by 1964. The whole operation 
is a fascinating one involving very 
exacting printing specifications, some 
of which call for a tolerance of 15 
ten-thousands of an inch and the use 
of a magnetic ink so that the cheques 
may be speedily processed by elec- 
tronic methods. This may well be- 
come one of the widest applications 
of electronics to business practice. 

Mr. Cowperthwaite is a partner in 
the Toronto office of Peat, Marwick, 
Mitchell & Co., and this month we 
welcome him also as the editor of a 
bi-monthly department “Office Equip- 
ment Review” which appears, for the 
first time, on page 584. 


OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 
TORONTO - HAMILTON 


‘3. J. NEWMAN, C.A. (page 551) 
Although a considerable amount of 
literature dealing with statistical 
sampling methods in auditing has 
been published, particularly in Am- 


erican journals, very little use of the 
method has been made as yet in Can- 
ada, nor in fact has any serious re- 
search with regard to its application 
been carried out by accounting bod- 
ies. For this reason many readers 
will be interested in Eric J. New- 
man’s analysis of “Statistical Samp- 
ling in Auditing’. The author pre- 
sents a broad view of the subject and 
describes two of the better-known 
sampling techniques which would 
seem to warrant study and practical 
application. “It must be made per- 
fectly clear”, the author writes, “that 
sampling is not a substitute for sound 
judgment and auditing skill, but by 
taking advantage of sampling tech- 
niques the auditor can take a more 
objective view of accounting quality”. 
While it is probably true to say that 
the statistician will need to develop a 
greater interest in this subject, there 
is no need to make statisticians out of 
auditors. Appropriate tables can be 
provided for the auditor to cover 
every situation. 

Mr. Newman is a partner in the 


Montreal office of Touche, Ross, 
Bailey & Smart and was admitted to 
membership in the Institute of Char- 
tered Accountants of Quebec in 1950. 
He is also a member of the Institute 
of Chartered Accountants of Nova 
Scotia, and the Montreal Chapters of 
the Institute of Administration and 
the Institute of Internal Auditors. 


G. G. ALLAN (page 556) 

It is often assumed that because a 
business is financially successful it is 
well organized. Financial success 
may, of course, be due to unusual 
leadership, an exceptional product or 
clever advertising, but few will ques- 
tion the fact that almost any business 
will be more successful if it is well or- 
ganized. In other words, increased 
profitability requires closer attention 
to the principles and techniques of a 
soundly designed organization, and in 
“Staffing the Organization Structure” 

Continued en page S12 
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DO YOU KNOW? 


Questions 


1. A husband who purchases an annuity for his 
wife has made a gift to the extent of the pre- 
mium or premiums paid. 


. To qualify for income tax relief under Section 
79 B, a contract must be purchased prior to 
December 31st. of the taxation year. 


For estate tax purposes an annuity will be 
valued according to the standard of mortality 
and at the rate of interest on which the con- 
tract is based. 


To help your clients obtain full value from their life 


insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers 


1. True. 


2. False. The contract may be entered into up to 60 days 
after the end of the year. 


. False. The value will be in accordance with the tables 
prescribed by regulation. 
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Continued from page 510 

Gordon G. Allan shows that success 
depends on the means of appraising 
management skills and suggests a pro- 
gram designed to develop competent 
management in areas where weak- 
nesses are evident. 

Mr. Allan is a management con- 
sultant with Urwick Currie Limited 
in Toronto. His background includes 
six years with the Ford Motor Co. of 
Canada Limited in industrial engi- 
neering, product planning and _ or- 
ganizational planning. He graduated 
from the University of Toronto in 
1950 with a Bachelor of Science de- 
gree in Engineering Physics and in 
1954 obtained his M.B.A. degree. 


EDITORIAL (page 527) 


This month’s editorial “The Natur- 
al Business Year” by St. Elmo V. 
Smith, F.C.A. recognizes some of the 
advantages to be derived from com- 
panies choosing their year ends at 
other than a December 3lst date. 
Reactions to the idea are bound to 
vary, but the author presents a num- 
ber of sound reasons for adopting 
such a course which makes the edi- 
torial worthy of close consideration. 


Mr. Smith is a partner in the To- 
ronto office of Price Waterhouse & 
Co., and was elected a Fellow of the 
Institute of Chartered Accountants of 
Ontario in 1959. He served for four 
years on the Institute’s Auditing and 
Accounting Research Committee and 
in 1956 and 1957 was a member of 
the Annual Conference Committee of 
the Canadian Institute of Chartered 
Accountants. 


Correction 
Footnote? in the article “Finance and 
Accounting” by J. V. Poapst appearing in 
the Students Department of the May issue 
should conclude with the sentence “The 
critics have not advanced a better work- 
able objective”. 
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NOTES AND 


CICA Conference Plans Progress 

It is expected that over 2,000 mem- 
bers and their wives will attend the 
1961 CICA annual conference in To- 
ronto from September 24 to 27, mak- 
ing this the largest conference in the 
history of the Institute. 


The conference will be opened with 
addresses by Hon. H. C. Green, Sec- 
retary of State for External Affairs, 
and J. A. Wilson, F.C.A., CICA presi- 
dent. During the three-day meeting 
Rt. Hon. Reginald Maudling, presi- 
dent of the British Board of Trade, 
will also speak to the group. Another 
highlight will be the papers present- 
ed on the accounting principles and 
practices of their respective Institutes 
by W. H. Lawson, C.B.E., a past 
president of the Institute of Char- 
tered Accountants in England and 
Wales, and a prominent representa- 
tive of the American Institute of 
Certified Public Accountants. 


A joint letter of invitation to the 
conference by Mr. Wilson and On- 
tario Institute president W. J. Ayers 
was sent to all members in May, and 
the draft program and registration 
form will be mailed out in June. 


Future Research Projects 


The research program of the Insti- 
tute was given an intensive evalua- 
tion with a view to its re-orientation 
when the Committee on Accounting 
and Auditing Research met on May 
11 and 12 in Toronto under the chair- 
manship of H. I. Ross, C.A. Among 
matters discussed was the suggestion 
for a new series of research publica- 
tions to be known as “Research Stud- 
ies”. This new type of release would 
be used to present information and 
comment in areas not considered of 
sufficient general importance to re- 


COMMENTS 


quire the issuance of a bulletin, and 
also to obtain the reactions of mem- 
bers and others on contentious sub- 
jects with the possibility that a bul- 
letin might be released at a later 
date. 

The committee considered a draft 
of Research Study No. 1 which was 
written by Miss Gertrude Mulcahy, 
CICA research associate, on “The 
Meaning of ‘Market’ as Used in In- 
ventory Valuation”. Other proposed 
topics for similar releases include in- 
come tax allocation, bond discounts 
and expense, accounting for pension 
costs, conversion of foreign accounts, 
contract and instalment sales, general- 
ly accepted accounting principles, sta- 
tistical sampling, depreciation, ac- 
counting for changing money values 
and fund accounting. 

The committee also approved a 


draft of a proposed bulletin on unin- 
corporated businesses which is sched- 
uled for release later this year. Special 
guests at the meeting were Weldon 
Powell, chairman of the American 


Institute’s Accounting Principles 
Board and Dr. Maurice Moonitz, 
AICPA director of accounting re- 
search. 


Using the “C.A.” Title 


As a matter of good public relations 
for the chartered accountant and the 
profession as a whole, the Commit- 
tee on Public Relations urges all 
members to use the title “C.A.” in 
connection with their work or when 
announcements are made to the press 
concerning new appointments. Many 
chartered accountants, particularly 
those in industry, fail to identify 
themselves as they are entitled to, de- 
spite the benefits to be gained from 
being known as a chartered account- 
ant. 

Continued on page 514 
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Continued from page 513 
C.A. Film Categorized 

The recruitment film “The C.A. in 
Canada” has been assigned Canadian 
content classification No. C-32 by the 
Board of Broadcast Governors for the 
purpose of assigning Canadian con- 
tent for television broadcasts. 


Speaks on “Audit Reports” 

H. R. Macdonald, F.C.A., chair- 
man of the sub-committee responsible 
for preparing the brochure “Audit 
Reports . . . . Their Nature and Sig- 
nificance”, will speak to the annual 
conference of the Canadian Credit 
Men’s Trust Association Ltd., Ontario 
Division, meeting at the General 
Brock Hotel, Niagara Falls, on June 
21. The subject of his address will be 
the contents of the brochure. 


Tax Foundation Officers 

A. J. Little, F.C.A., Toronto, has 
been elected chairman of the Can- 
adian Tax Foundation succeeding 


S. D. Thom, Q.C. Vice-chairmen are 
J. deM. Marler, Q.C., Montreal, and 
L. J. Smith, F.C.A., Toronto. 


CAs on Royal Commission 
Chartered accountants are playing 
a significant role in the work of the 
Royal Commission on Government 
Organization. Commission Chair- 
man J. G. Glassco, O.B.E., F.C.A., a 
past president of the Canadian In- 
stitute, and members Watson Sellar, 
F.C.A. and J. Eugene Therrien have 
recently issued their first progress re- 
port listing chartered accountants as 
directors of three projects on the 
Commission. J. C. Thompson, Sr., 
F.C.A. will direct the inquiry into fi- 
nancial control and accounting; T. F. 
Tyson, C.A., the inquiry into paper- 
work and office systems; and Frank 
Willcox, C.A., the study of govern- 
ment operations in competition with 
private business. Mr. Thompson’s 
advisory committee will include M. 


W. Mackenzie, C.M.G., C.A. (chair- 
man), A. E. Beauvais, D.F.Sc., C.A., 
L. N. Buzzell, C.A., F. S. Capon, 
C.A., H. A. Cotnam, F.C.A., J. L. 
Helliwell, F.C.A. and H. P. Hering- 
ton, F.C.A. Mr. Buzzell will also serve 
as a member of the committee deal- 
ing with paperwork and office sys- 
tems. G. M. Black, C.A. has been ap- 
pointed a member of the committee 
inquiring into real property manage- 
ment. 


Schools of Business Meet 


The 1961 annual conference of the 
Association of Canadian Schools of 
Commerce and Business Administra- 
tion will be held on June 12 and 13 
at Sir George Williams University in 
Montreal. Any chartered accountants 
wishing to attend are most cordially 
invited to the conference. 


Continuing Education Program 

The Committee on Continuing Ed- 
ucation of the Canadian Institute is 
presently preparing two courses in the 
field of taxation and management ac- 
counting. It is hoped that these will 
be made available to the Provincial 
Institutes in the fall. In addition, the 
committee intends to arrange a pro- 
gram of study grodps on particular 
subjects which will have a wide ap- 
peal to members. 


1962 International Congress 
The first announcement regarding 
the Eighth International Congress to 
be held in New York from Septem- 
ber 23 to 27 appeared in The Cana- 
dian Chartered Accountant in Feb- 
ruary. Since then the organization 
committee have virtually completed 
plans for the technical sessions and 
social functions, and we are informed 
that an Eighth International Congress 
Newsletter will be issued about every 
two months in the interval remaining 
before the opening of the congress. 
The nucleus of the technical sessions 
Continued on page 516 
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Continued from page 514 


is the relationship to the world 

economy of the three major areas of 

an accountant’s work — accounting, 

auditing and financial reporting. 

These topics are to be treated from 

the standpoint of providing informa- 

tion to stockholders, bankers and 

governments and also from the view- 

CRA point of internal management infor- 

7 NMA mation and control. Top government 

HIN 


7 NI) Ip) 
My i) int | officials, business leaders and _ repre- 
sentatives of other professions will be 


ee among the speakers and guests, and 
international leaders of accounting 

thought will deliver papers and take 

“seen ee part in informal discussion groups. 

SL The program for entertaining dele- 
pshtadnateiibe gates and guests will be in the true 

oa we slate rtd tradition of a world congress. At this 
time the organizing committee is ex- 

way to convert their tied-up capital into pecting that approximately 4,000 to 
ST ee 5,000 accountants (including fami- 
lies) from all over the world will at- 

tend. It will be most helpful, so far 

as the Canadian Institute is concern- 

ed, if those members who intend to be 

present at this historic meeting would 

write to the Institute offices at 69 

Bloor Street East, Toronto 5, advising 

the executive secretary of their plans. 


The low cost 


“The Accountant” Annual Awards 
The firms of Albright & Wilson Ltd. 
and The Prestige Group Ltd. have 
won the 1961 awards offered by The 
Accountant for the best annual re- 
tt ports and accounts. The awards 
LOWEST RATES — FOR FULL DETAILS were presented to the chief executives 
PHONE OR WRITE of these companies by the Lord 
Mayor of London at the Mansion 

House on May 30. 


Alberta C.A. Act Changed 
An amendment to the Alberta 
Chartered Accountants Act, effective 
AETNA FACTORS March 30, 1961, makes only the desig- 
TMi ate ay M é iations “C.A.”, “F.C.A.” and “A.C.A.” 


ea Pate Seal Resor the exclusive prerogative of the Insti- 
“hep ei ae st ea tute of Chartered Accountants of Al- 
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berta. Formerly, the Institute could 
ask for prosecution of anyone who 
designated himself as a “certified ac- 
countant” or “incorporated account- 
ant”. 
Rotarian Accountants Tokyo-Bound 
A special gathering of Rotarian ac- 
countants from different countries has 
been arranged by the Rotary Inter- 
national Convention taking place in 
Tokyo at the beginning of June. 


Manitoba Institute 

On the occasion of the 75th anni- 
versary of its incorporation on May 
28, 1886, we offer congratulations and 
good wishes to the Institute of Chart- 
ered Accountants of Manitoba. 


Data on Accounting Bodies 

A 36-page brochure has been pre- 
pared by the Incorporated Institute 
of Accountants of New Zealand on 
“The Accountancy Profession Over- 
seas”. The data it contains, while not 
entirely up to date as far as the Can- 


“AUDIT REPORTS — 
Their Nature and Significance’ 


A publication designed to promote a better understanding of the auditor’s work 
and the significance of his opinion on the financial statements. 


adian section is concerned, is intend- 
ed to provide the Institute with a 
background against which conditions 
in New Zealand may be examined. 
Copies of the brochure may be ob- 
tained from the New Zealand Insti- 
tute, Box 857, Wellington, N.Z. 


CURRENCY EXCHANGE RATES 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., April 28, 
1961: 


Australia (pound) 2.22%; Belgium 
(franc) .01980; Denmark (kroner) .1436; 
France (franc) .2024; Germany (d. mark) 
.2498; Hong Kong (dollars) .1745; India 
(rupee) .2093; Italy (lira) .001609; Japan 
(yen) .0028; Mexico (peso) .0800; Nether- 
lands (guilder) .2760; New Zealand 
(pound) 2.77%; Norway (kroner) .1388; 
Sweden (kronor) .1922; Switzerland 
(franc) .2293; Union of South Africa 
(rand) 1.40; sterling in Canada 2.76-2.77; 
sterling in New York, 2.79%-2.79%; U.S. 
dollars in Canada, 1%-1% discount. 


This booklet, prepared by a Special Sub-Committee of the C.I.C.A. Committee 
on Accounting and Auditing Research, is of such importance that a copy has 
been sent to every chartered accountant and every bank manager in Canada. 


Order additional copies now for distribution to your clients. 


$1.00 a copy 


60c a copy 
for quantities 
of 20 or more 
Note: All orders of 
less than $5.00 should 
be accompanied by 
remittance. 


Please send me 


copies of ‘Audit Reports— 


Their Nature and Significance’’ for which is en- 











CORRESPONDENCE 





Toronto, April 25, 1961 
Urgent Need for Merger 


Sir: April 12, 1961 was an historic date. 
Most people will remember the day as one 
of progress and new heights reached. How 
will we, members of the Ontario Institute 
of Chartered Accountants, remember this 
day? 

C. F. Gaviller, C.A., in a letter to The 
Canadian Chartered Accountant dated Feb- 
ruary 10, 1961, cautioned as follows: “I 
hope that the chartered accountants of On- 
tario will approach the proposed C.A.- 
C.P.A. merger with the breadth of vision 
that the public expects of such a highly 
respected body of professional men. Let 
us not allow our decision to be influenced 
by emotional harangues, intemperate accu- 
sations and imputations, and bad manners. 
The public expects us to avoid considera- 
tions of narrow self-interest and personal 
prejudice. It expects us to be wary of 
fanatics and bigots and to come to a deci- 
sion which is in the public interest.” 

At the special meeting on April 12, 1961 
called to consider the merger, 475 of our 
members, less than 13% of our membership 
of 3,901, were able to defeat the motion 
for merger. This was in spite of the fact 
that 62.6% of our members responding to 
the poll of opinion voted in favour of the 
motion to merge as opposed to 36.9% 
against. On the face of it, the will of the 
majority appears to have been overruled by 
a well-organized minority group. 

The Toronto Telegram on April 13 car- 
ried a brief item to the effect that the Insti- 
tute of Chartered Accountants of Ontario 
had turned down a proposal to merge with 
the Ontario Association of Certified Public 
Accountants. Under the circumstances, the 
impact of this action on our public relations 
is a matter of concern. 

The 17 of 20 Council members who ap- 
proved the merger by-law in its final form 
did so, we are sure, in good conscience 
after lengthy and thorough study and con- 
vinced of the urgent need for such action 
if the accounting profession in Ontario is 


to progress to maturity and strength. These 
men, in our own wisdom, are our duly 
elected representatives on Council. We 
may agree or disagree with procedural 
methods, voting by-laws, technical amend- 
ments to the merger by-law and lack of 
political organization, but we cannot afford 
to lose sight of the main objective. Is the 
merger desirable? Is it in the best long- 
term interests of the individual, the pro- 
fession and the public? We believe that it 
is, and furthermore we feel that a majority 
of the members are of similar mind. 


If this is so, then it behooves us to take 
immediate action to encourage our elected 
Council to take the necessary steps, as 
quickly as possible, to bring the proposed 
merger to fruition. 


If the members of the Ontario Institute 
concur that the proposed plan of merger 
not be dropped or indefinitely shelved, then 
we believe that they would be doing the 
profession and the Institute a service if they 
made their wishes known to the Council in 
writing. 

E. A. Acnew (’59), R. M. ANSON- 
Cartwricut, R. W. BackMaNn (’56), R. E. 
BeLLaMy (58), R. D. Brown (’60), P. J. 
Corron (’56), A. J. DiwortH (’54), G. 
E. Harvie (’55), N. G. HAawTHOoRNE (’57), 
T. G. Hituis (’53), K. R. Lavery (58), D. 
R. Linney (’58), K. D. MAcLENNAN (745), 
R. E. McKay (54), D. H. McRoss (’58), 
K. A. Mints (’54), P. P. M. Rosinson 
(759), D. W. Rusurortn (49), R. F. SELBY 
(59), W. A. Stoan (’58), D. B. SmutH 
(60), K. Tinninc (’60), D. A. Younc 
(60). 


Toronto, April 24, 1961 
Move With Times 

Sir: The following are some comments on 
the special general meeting of the On- 
tario Institute of Chartered Accountants 
held on April 13 to consider the C.A.- 

C.P.A. merger proposal. 
I was very disappointed and ashamed 
at the remarks made by several of my fel- 
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Your Help Means 
Life Itself 


Pham Duc Nhi, Vietnamese, 8 years old. Fam- 
ily refugees from communist north. Father dead 
T.B. Mother peddler. Earns about 27c day. Three 
younger children in family. Live in thatched roof, 
woven bamboo shack. Dirt floor. Only furnishings 
two beds. Nhi wants to be teacher. Good student. 
Needs clothing, better food, fees for school. Help 
to Nhi means life to entire family. 


You or your group can become a Foster Par- 
ent of a needy child. You will be sent the case 
history and photo of your “adopted” child, and 
letters from the child himself. Correspondence is 
translated by Plan. The child knows who you 
are. At once he is touched by love and a sense 
of belonging. Your pledge provides new clothing, 
blankets, food packages, education and medical 
care, as well as a cash grant of $8.00 every 
month. Each child receives full measure of ma- 
terial aid from your contribution. Distribution of 
goods is supervised by Plan staff and is insured 
against loss in every country where Plan operates. 
Help in the responsible way. “Adopt” a child 
through Foster Parents Plan. Let some child love 
you. 


Plan is a non-political, non-profit, non-sectarian, 
government-approved independent relief organiza- 
tion. Financial statements are filed with the 
Montreal Department of Social Welfare and the 
Toronto Board of Trade, and are available on re- 
quest because we are proud of the handling of 
our funds. Plan helps children in France, Greece, 
Italy, South Korea, Viet Nam, and Hong Kong. 


All contributions deductible for Income Tax 
purposes. 








| 
| | 
| | 
| | 
| | 
| | 
| PARTIAL LIST OF FOSTER PARENTS’ PLAN, INC., DEPT. CCA 6-1-6] | 
| re cakents P.O. Box 65, Station ‘’B’’, Montreal, Que., Canada | 
| Mrs. | de umn A. | wish to become a Foster Parent of a needy child for one year. | 
| Scanrable and Wits: If possible, sex.............. age... nationality Lass | 
| George Hees, Toronto, Ont. | will pay $15 a month for one year or more ($180 per year). | 
| a — Payments will be made monthly ( ), quarterly ( ), semi- | 
| Mr. & Mrs. Peter D. Curry annually ( ), yearly (—).. | 
| ot con | enclose herewith my first payment $...000.00.0.0..00.cccccceeseeeeen | 
rs. L. B. Cutler 

| Vancouver, B.C. B. | cannot adopt a child, but | would like to hel hild b 

| eae a contributing £ Drbctsuceai kessassn vont toerccusiavies Bree if os as sstosend = 
i sy, 
| — _— Name ... | 
nna Freud, 
HMCS “Ottawa” Address | 
iwanis Club, 

| Peterborough, Ont. MMU etsacentncexnceesscenastaceeiealncieotetiaataeeeans Ss | 
Dr. & Mrs. John M. Olds, | 
| Twillingate, Nfld. Drank ce. | 
| 
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low C.A.’s at this meeting, especially as 
they presumably represented a 37% minor- 
ity opinion of our Institute. Some of the 
remarks were vicious, others were ignorant, 
but most were quite irrelevant. The issue 
is not an economic one and it is not wheth- 
er we approve of our president and Coun- 
cil or whether we disagree with the methods 
used to submit this proposal. The issue, 
one of very long standing and one which 
I believe has been more than adequately 
explained, is whether we want to retain 
control, once and for all, of the public ac- 
counting profession. We cannot expect to 
continue the control of our profession when 
present trends clearly indicate that, with- 
out lowering our standards, we may some 
day become a minority accounting body. 
I understand that the C.G.A.’s are already 
asking for two seats on the Public Account- 
ants’ Council. 

History has taught us over and over again 
that all social institutions are continually 
changing. They either move forwards or 
backwards; they certainly do not stand 
still. The C.A. Institutes, the C.P.A. Asso- 
ciations, and all other accounting bodies 
are no exception. Our choice is quite clear; 
we either move with the present social 
forces and protect ourselves and our so- 
ciety in closing the profession and raising 
our standards, or we are overcome by these 
forces. I believe we have been asked to 
pay a small price for moving forward, to 
achieve a status comparable to the other 
major professions. 

On behalf of the Institute, this meet- 
ing turned down this opportunity. If we 
get another chance, I sincerely hope that 
the vote will be decided on the merits of the 
issue and not according to one’s feelings 
toward the Council. 

E. G. CLEATHER, C.A. 


Toronto, April 19, 1961 
Reasons for “No” Vote 


Sir: Having attended the special general 
meeting of the members of the Ontario 
Institute in Toronto on April 12, 1961, at 
which time the proposed merger was re- 
jected by those members present, I believe 
the following observations are pertinent: 


1. A meeting of the members in Toronto 

is a grossly inequitable manner of vot- 
ing on such an important proposal. All 
Ontario members should be afforded 
an opportunity to exercise their fran- 
chise. 
A simple majority (51%) is not a fair 
or adequate majority to carry a proposal 
of such importance. Since the CPA 
Association requires a two-thirds major- 
ity, it seems only right that the Ontario 
Institute should require the same ma- 
jority. 

Both of the above points were raised at 
the meeting on April 12 and were prompt- 
ly rejected by Council. It is the opinion 
of the writer that Council’s failure to con- 
sider these points was responsible for the 
defeat of the proposal and not, as suggested 
by Mr. W. J. Ayers in the Toronto Globe 
and Mail on April 13, that “those against 
it (the proposal) worked hard to get their 
supporters out”. 

It is my belief that if the above men- 
tioned changes had been adopted, the 


proposed merger would have been approv- 
ed by the membership. 


J. G. Gipson, C.A. 


Toronto, April 19, 1961 
Two-Thirds Majority Needed 
Sir: In his letter of April 14, 1961 to all 
members of the Ontario Institute, Mr. W. J. 
Ayers, president of the Ontario Institute, 
concluded the first paragraph of his letter 
as follows: 

“The conclusion to be drawn from the 
result of the meeting is that those who op- 
posed the merger have succeeded in defeat- 
ing the will of the majority who recorded 
their opinions earlier.” 

I would respectfully suggest that this is 
not the conclusion to be drawn. Let us be 
reminded that Mr. Ayers made it explicitly 
clear at the meeting on April 12 that we 
could only vote for or against the major 
proposal as submitted, and that changes to 
the motion would not be entertained. Dur- 
ing the discussion on the motion it was 
made very clear by Mr. Kris Mapp and 
others that a matter of such great import- 
ance should only be adopted if it was clear- 
ly the will of a decided majority, and in 
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Here, in Burroughs P1100 line of equipment, is 
the fastest, most economical way to transform raw 
transaction data into vital reports or information 
such as balance sheets, sales and cost analyses, 
inventory and cash control, and distribution by 
department, category or product. 


With the new Burroughs line of tape punch 
machines it’s as simple as this: Enter figures on 
the keyboard, touch the motor bar, check the 
printed tape for visual verification of entries—and 
that’s it! You get a punched tape record of every- 
thing you've entered, all ready to be processed 
by our fully equipped Service Bureau or used as 


PETER Wile edoams input to your own data processing system. 


lone Fonte Cook ughice, ; No other tape punch machine can match this new 
i Burroughs equipment for accuracy with simplicity, 
Mi ruggedness with trouble-free performance. 
Reason? A new concept that gears adding, print- 
ing and tape punching together with infallible 
mechanical precision so that each machine oper- 
ation completes all three simultaneously, 
instantly and quietly. 


For further details of the new Burroughs P1100 
Tape Punch Adding Machines and P1150 Tape 
Punch Cash Registers, call our nearby branch 
office. Or write Burroughs Business Machines 
Ltd., Toronto, Ontario. Burroughs—TM 


Burroughs ay 


Burroughs 


Business 
Machines Ltd. 


“NEW DIMENSIONS / in electronics and data processing systems"’ 
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Continued from page 520 of the merger, were still undecided at the s 
this case a 2/3 majority was suggested. date the poll was held and therefore could 
Since an amendment would not be enter- 0t indicate on their polls that they were 
tained, the only way members present opposed. I and others of my acquaintance 
could agree with Mr. Mapp was to vote Were among the undecided who marked 
against the original motion and this, I am their polls as being in favour and then at 
sure, included a large number of people the special meeting voted against the mo- 
who in fact are still in favour of the merger. tion to approve the by-law changes. 
Further evidence is given to my conclu- A by-law to provide for proxy voting is 
sion in the second paragraph of Mr. Ayers’ now being considered by Council. This, I 
letter: believe, is a very essential by-law, and 
“This short-coming in our by-laws has_ it is fortunate that such a by-law was not 
already been considered by the Council put into effect prior to any special meeting 
and a by-law to provide for proxy voting to consider the C.A.-C.P.A. merger. Had 
has been drafted. If passed by the members been able to vote by proxy, all 
Council it will be presented to the mem- could have voted instead of only those 
bers at the annual meeting of the Insti- 900 who were fortunate enough to be liv- 
tute on June 15, 1961 for approval.” ing in Toronto and immediate area and 
It will be seen that no mention here is Whose work schedule permitted their at- 
made of the 2/3 majority to be shown in tendance at this ill-timed, busy-season 
the proxy voting. meeting. 
In conclusion, it seems to me that noth- The by-laws could be further improved 
ing has been lost, as suggested by Mr. by amendment to the by-law pertaining to 
Ayers, but a great deal to this point has the number of members voting in favour 
been gained, for never in my 16 years as a required to pass any by-law. At present, a 
member of the Ontario Institute have I majority is set out in our by-laws as 50% 
seen a meeting so well attended, and so plus 1 of those voting. This very simple 3 
much enthusiasm and concern generated for majority perhaps is in order for simple . 


our future welfare. 
Roy Curtis, C.A. 


Concord, Ont., April 17, 1961 
Favours Proxy Voting 


Sir: At the special general meeting of the 
Institute of Chartered Accountants of On- 
tario, held on April 12, 1961 to consider 
the by-law changes necessary to give effect 
to the proposal to merge with the C.P.A. 
Association of Ontario, the majority present 
voted against the motion to approve the 
by-law changes. 


It has been said that those who voted 
aginst the merger defeated the will of the 
majority, and repeated reference has been 
made to the fact that 62.9% of the members 
who were polled prior to the special general 
meeting favoured the passing of the neces- 
sary by-laws. I have great doubt that the 
will of the majority has been defeated. 
Those who indicated in the poll of opinion 
that they were in favour of the by-laws in- 
cluded many members who, because of in- 
sufficient time to weigh the pros and cons 





motions such as that to adopt minutes of 
the previous meeting as having been read, 
but is most undesirable in regards to mo- 
tions pertaining to major policy changes. 
By-laws pertaining to major matters should, 
in my opinion, only have force and effect 
when approved by at least 2/3 of the mem- 
bers voting. 


It might be advisable for the Council to 
make its approach, together with the 
board of the Association of Certified Public 
Accountants, to the Ontario Legislature and 
ask the Legislature to confine the field over 
which the Public Accountants Council 
would have control to “the adding of 
credibility to financial statements” prior to 
any further attempt to obtain the approval 
of members of our Institute to a merger 
of the C.A.’s and C.P.A.’s. If the Legis- 
lature is receptive to the proposal, then, 
more recent graduates, small-town practi- 
tioners and others will probably support 
a merger and make the short-term sacrifice 
asked of them for the long-term good of 
the profession and the public. 

ALAN H. Hewrrt, C.A. 
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Money at work 


We can offer you attractive short-term investments, if you 
seek to put substantial sums of money to work profitably 
on a short-term basis. As a service to corporation treas- 
urers, comptrollers, trust company and building fund execu- 
tives, and others with similar responsibilities, we can 
recommend investments with a one day to five year period of 
maturity. Your enquiries are invited. 


Burns Bros.& Denton 


Limited 


®8 


TORONTO MONTREAL OTTAWA HAMILTON 
WINNIPEG VANCOUVER NEW YORK 













If so, SUN LIFE OF CANADA can help 


you face an uncertain tomorrow. 


Are you a DOCTOR - 
ACCOUNTANT- 
ENGINEER- 
LAWYER- 


or other 
professional 
man? 


As a professional man, you have two problems: 
1) You are not likely to be under a regular 
pension scheme, and 2) your professional income 
stops immediately upon your death. The Sun Life 
can solve both these problems. The proper life 
insurance program can provide a retirement income 
for you, and protection for your family in the event 
of your death. 


If you are a member of a professional partnership, you 
will want to learn about Sun Life’s Partnership insurance, 
and the way it protects all members of a partnership— 
and consequently their families—in the event of death. 
Details are yours without obligation by just mailing the 
coupon below. 





SUN LIFE ASSURANCE COMPANY OF CANADA 
218 Sun Life Building, Montreal 


Without obligation, please send me further particulars on Sun Life’s Partnership 
insurance. 


NAME 
please print 
ADDRESS t 
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Burlington, Ont., April 19, 1961 

Epilogue to a Pyrrhic Victory 

Sir: The poll of opinion on the revised 
C.A.-C.P.A. merger proposal showed that 
a majority of those answering the poll were 
willing to go along with the amended mer- 
ger proposals, based on the information 
which they had received in the official 
bulletins of the Institute. 

It could, therefore, have been expected 
that the meeting called for April 12, 1961 
should have been a solemn occasion for 
putting the results of the membership poll 
into effect. It was very gratifying to see 
that over 900 members found it worth- 
while to attend this important meeting in 
the history of the Institute. 

The official letter issued by the president 
of the Institute on April 14 informs the 
membership that the proposal was defeated 
by a vote of 475:422. The letter draws 
the conclusion that “those who opposed the 
merger have succeeded in defeating the will 
of the majority who recorded their opinions 
earlier”. 

I respectfully submit that this conclusion 
may be erroneous. Many members who 
had voted in the poll for the acceptance 
of the merger proposal changed their mind 
under the impact of the addresses and mo- 
tions by several past presidents and an 
opposed Council member during the pro- 
ceedings which, for the first time, brought 
out the arguments of the opposition in a co- 
ordinated and apparently convincing form. 


This was parliamentary procedure at its 
best. Passing of a bill at first reading does 
not assure its becoming law, and even 
budget resolutions are changed by the 
Minister of Finance under the impact of 
public opinion. I feel, therefore, that the 
475 members voting against the proposal 
were exercising their membership preroga- 
tive in doing so, and the president should 
be the last one to censure them. 


In the Toronto and Hamilton membership 
meetings, and in letters sent out, I had 
urged, long before the poll was taken and 
the special meeting was called, that the In- 
stitute’s by-laws be changed in order to per- 
mit a secret ballot vote on important is- 
sues. I wrote: 
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“To safeguard the rights of the mem- 
bers to participate actively in important 
decisions such as this, a change in the 
by-laws providing for secret ballot voting 
on basic proposals appears a paramount 
necessity, if we want to avoid a repetition 
of the unpleasant experience which we 
just had to go through. It is sometimes 
a long way from the declaration of lofty 
ideals to their practical implementation!” 


It is gratifying to learn from the presi- 
dent’s letter that this overdue change will 
now be considered by Council, although 
many of us feel that the stable door should 
have been closed before the horse was 
stolen, i.e., before much money and effort 
had been spent on the poll which proved 
ineffective. 

Based on the experience of the special 
meeting, I strongly suggest that the by-laws 
should be changed in order to clarify that 
the chairman’s rights in exercising his dis- 
cretion are restricted to truly procedural 
decisions, and that even these decisions be 
subject to a majority vote of those par- 
ticipating in the meeting, if and when chal- 
lenged! This is the usual parliamentary 
procedure, and would avoid any impression 
of undemocratic attitudes in future. 

The special meeting has decided against 
the present Council’s proposals. It would 
seem appropriate now to await the mem- 
bership’s decision on the composition of 
the new Council before further steps be 
undertaken in the merger proposal. 

It is regrettable that the membership of 
the C.P.A. Association will be greatly in- 
convenienced by the unexpected turn in 
the events. It should be made clear to 
them that these negotiations were only a 
rather unfortunate interlude in a develop- 
ment which, in the long run, will inevitably 
lead to the unification of the profession. 


GrorceE MOL ter, C.A. 


Toronto, May 3, 1961 

Apathy Among Membership 
Sir: Do the members of the various Pro- 
vincial Institutes really value their mem- 
bership? It would appear from the lack 
of interest which they show that a large 
number are really content to let a com- 
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paratively few people do all the worrying 
about their Institute’s affairs. In the Pro- 
vince of Ontario, in spite of the fact that 
arrangements are made so that each mem- 
ber may vote for the election of Council 
by ballot which is mailed to them and 
which can be returned by mail, only 30% of 
the members use their franchise to elect 
the Council which is to govern the affairs 
of the Institute for the following year. Are 
the additional 70% too busy or too in- 
different to take time to consider seriously 
who should run the affairs of their Institute 
for them? 


Recently in Ontario a poll of opinion was 
held in reference to a major proposal of the 
Ontario Institute, ie. the amalgamation 
with the C.P.A.’s in Ontario. A separate 
form of ballot was mailed to the members 
of the Institute asking them to indicate if 
they were in favour of the proposed mer- 
ger. While the response to this poll was 
far greater than that of the annual elec- 
tions of Council, it still only represented 
70% of the entire membership. What hap- 
pened to the additional 30%? Again, were 
they not concerned or were they too busy 
or indifferent to reply to the poll? 

On April 12 of this year, a special gen- 
eral meeting of the members was held in 
Toronto to consider the by-law changes 
necessary to give effect to the proposal to 
merge with the C.P.A. Association of On- 
tario. The number of members in _at- 
tendance at this meeting was 901, which 
is one of the largest meetings the Institute 
has held. Those who were actively for or 
against the proposed merger turned out, 
but these members represented only 23% of 
the total membership. It is quite true that 
a large number are resident outside of the 
City of Toronto, and it might have been 
expected that there would not be a large 
number of them in attendance at a busy 
time of the year. It appeared, however, 
that those resident outside of Toronto were 
well represented, but there were a large 
number of Toronto residents who did not 
take the time or trouble to attend the 
meeting. The result was that 23% of the 
members considered and decided what ac- 


on 


tion should be taken. The result of the 
vote at this meeting meant that, in the final 
analysis, 12% of the total membership de- 
cided there should be no merger. 


I do not believe for one minute that this 
apathy applies only to Ontario. I am sure 
that the other Provincial Institutes must 
have the same problem. 


The members of the C.I.C.A. Council 
and the members of the provincial Coun- 
cils at considerable sacrifice spend a great 
deal of time and trouble in conducting the 
affairs of our Institutes. Surely it is not 
too much to ask that the membership at 
large show some interest in the affairs of the 
Institutes and take the time to acquaint 
themselves with what is being done, so 
that they can intelligently exercise their 
franchise when the opportunities are af- 
forded. 

M. A. BrapsHaw, F.C.A. 


London, Ont., April 13, 1961 
Complimentary Subscriber 
Sir: On behalf of many members of the 
1961 M.B.A. class at the University of 
Western Ontario, I would like to thank 
you for the issues of The Canadian Char- 
tered Accountant which you have sent to 
us. We have been very impressed with 
your magazine and many of us plan to 
continue our subscription. 
WituiaM L. OcILviE 


Note: Like other senior students in the 
commerce and business faculties of On- 
tario universities, Mr. Ogilvie received his 
copy through the courtesy of the Institute 
of Chartered Accountants of Ontario.—Ed. 


Readers of The Canadian Chartered Ac- 
countant are invited to express their opin- 
ions in agreement or disagreement with 
articles appearing in this journal. Letters 
will also be welcome on other topics of in- 
terest to the profession but all correspond- 
ence must bear the writer’s signature and 
address (which will be withheld, if : re- 
quested ). 

— The Editor. 
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ACCELERATED DEPRECIATION AND 
EQUIPMENT LEASING °OT!),CANS4v= 


YOU MONEY! 





Accelerated depreciation is 

in the news. The recent Gov- 
ernment Supplementary Budget 
contains a revision to the Income 
Tax Act that will allow companies, 
under certain limited conditions, to 
take accelerated depreciation on 
new capital equipment. The rising 
cost of replacing machinery and 
the rapid technological changes 
that render much equipment obso- 
lete have left normal depreciation 
allowances outmoded. Though this 
news is a welcomed boost for busi- 
ness, it is still limited to specific 
conditions. 
@ Alert Canadian businessmen 

have utilized our equipment 
leasing service to provide them 


with a form of accelerated depre- 
ciation ... on both new and used 
equipment. Under a true lease 
agreement the lessee can write off 
the cost of the equipment over a 
period of economical usage with- 
out regard to normal depreciation 
allowance. This can result in a 
substantial cash savings through 
tax deferment. 


Canadian-Dominion lease a 

full range of equipment from 
typewriters to machine tools. We 
would like to suggest that you may 
be interested in discussing an 
equipment leasing program de- 
signed to meet your firm's par- 
ticular requirements. For further 
information, contact: 


CANADIAN-DOMINION LEASING 


CORPORATION LIMITED 
TELEPHONE: EMpire 3-4021 










320 BAY STREET, TORONTO 1 @ 


McDONALD'S CURRENT TAXATION 


by 
John G. McDonald and David A. Ward 











This is the up-to-the-minute weekly report and commentary 
on current income tax topics. It is based on advance reports of 
the Tax Appeal Board, the Supreme Court of Canada and the 
Exchequer Court. Sent to subscribers every Tuesday by first 
class mail. This is the fastest service available of informed com- 
ment on income tax topics. 








. $22.50 
. $15.50 


Subscription rate for 1961 (52 issues) 
Special rate to subscribers of Canadian Income Tax 











Write for a specimen copy of a recent issue today! 


BUTTERWORTH & CO. (CANADA) LIMITED 


1367 Danforth Avenue TORONTO 6, Ontario. 

















Editorial 


THE NATURAL BUSINESS YEAR 


AN EDITORIAL in a recent issue of The Northern Miner, Canada’s 
leading mining journal, contained the following: 

“We would like to see fewer companies ending their fiscal years 
on December 31, and can think of no good reason why year-endings 
couldn't be spread out through the whole twelve months of the 
calendar. .... Every accountant and auditor who handles more than 
one company’s books would automatically be able to avoid the mad 
rush of work that besets him from January to April every year. Com- 
pany presidents and directors would be able to spread their time 
and energies more evenly among the boards on which they serve, give 
more thought to the reports they must issue, and to the annual meet- 
ings they must attend. Company shareholders, and others who may 
be thinking of becoming slreholders, would be able to give more 
study to the various reports which now appear in a rush during the 
opening months of the year. The press, too, in reviewing those re- 
ports, would have far more space for them on their financial pages 
if they appeared in more even flow throughout the year. As far as 
we can see, the only obstacle in the way of this change is inertia; 
everyone agrees it’s a good idea, but no one gets around to starting it.” 

It is a refreshing change to hear someone besides accountants 
speaking out in favour of what is commonly known as the natural 
business year. (The natural business year of an enterprise may be 
defined as the period of twelve months which ends when the business 
activities of the enterprise have reached their lowest point in the an- 
nual cycle. Thus at the natural business year end, accounts receiv- 
able, inventories and accounts payable should be at the lowest point in 
the year. ) 

For many years efforts to promote greater use of the natural busi- 
ness year have been carried on in the United States by the Natural 
Business Year Council, the Securities and Exchange Commission, the 
New York Stock Exchange and the American Institute of Certified 
Public Accountants. That their efforts have not been in vain is evi- 
denced by the increase from 14% in 1933 to over 47% in 1958 in the use 
by corporate taxpayers in the United States of fiscal year ends other 
than December 31. 
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Company executives will not be greatly influenced towards adop- 
tion of the natural business year by any desire to save wear and tear 
on their auditors. They will regard that as the auditors’ problem. 
In the case of larger audits where adequate internal control exists, 
considerable audit work on cash, accounts receivable and inventories 
can be done in advance of the year end, so that the auditor can still 
cope with the heavy volume of December 31 year ends. 

The basic reasons for using a natural business year are to obtain 
more accurate financial statements and to reduce the volume of year- 
end work for company employees. For the majority of companies the 
most difficult assets to value at any year end are accounts receivable 
and inventories. At a natural business year end both of these items 
are at a low ebb. At that time both company management and the 
auditors can review and determine appropriate valuations for ac- 
counts receivable and inventories with greater precision and with less 
expenditure of time than when these assets are at a high level. In 
particular, the taking and pricing of physical inventories at other than 
the natural business year end is a most time-consuming process for all 
concerned. 

Aside from inertia, as referred to in The Northern Miner edi- 

torial, the most common deterrent to adopting a natural business year 
appears to be that most corporate tax rate changes and many 
government returns, including employees’ remuneration, are related 
to the calendar year. Obviously this need not be a deterrent because 
many enterprises do have fiscal year ends other than December 31. 
Taxes can be computed readily at interim dates and, with some fore- 
thought in record keeping, statistical and other government returns 
can be prepared for the calendar year. By the use of the natural 
business year the heavy volume of accounting and clerical work re- 
quired to prepare both financial statements and government returns 
in January, February and March, which usually involves overtime, 
could be spread more evenly throughout the year. 

In recent years the promotion of the use of the natural business 
year seems to have received little attention in Canada. It is high 
time that company executives took another look at this phase of 
their corporate organization with a view to gaining more useful finan- 
cial statements and savings in costs. 
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NEW JOURNAL FEATURE 


A NEW JOURNAL FEATURE devoted to important developments in busi- 
ness equipment will appear every other month beginning with this 
issue. Entitled “Office Equipment Review” it will be edited by Gor- 
don H. Cowperthwaite, C.A., a partner of Peat, Marwick, Mitchell & 
Co. Mr. Cewperthwaite directs the Canadian management controls 
department for the firm and has had extensive consulting experience in 
Canada and other countries including Australia, South Africa and 










961 





EDITORIAL 


South America. His writings have appeared many times in business 
and professional journals, and his most recent article on banking auto- 
mation is to be found on page 543 of this issue of our journal. 


There is on the market today a large number of ingenious office 
machines which seem destined to change the work of the accountant 
and open up far-reaching potentialities in the modern commercial 
world. New and improved machines are available for practically 
every routine office job, and their aim is not only to take the drudg- 
ery out of office work but also to provide clerical staff with the means 
to perform their duties more efficiently, more rapidly and with greater 


pleasure. 

The responsibility, however, for deciding which piece of equip- 
ment to use to the best advantage cannot be left to hit-or-miss meth- 
ods. Both the merits and the limitations of the many kinds of office 
equipment available need to be understood and, in some instances, a 
timely note of caution sounded. The purpose of this new depart- 
ment, therefore, is not to review equipment the moment it is an- 
nounced but, rather, to wait until sufficient facts have come to light 
to permit a logical and balanced review. For example, this month’s 
column deals with a piece of machinery which was publicized almost 
a vear ago although the first installation was only recently made. Re- 
viewing this equipment on the strength of proved performance should 
give the most helpful assessment of its capabilities. 

There is now a formidable, growing number of mechanical de- 
vices available as aids to business administration. We hope that this 
new department will assist our readers in evaluating the many prac- 
tical uses of such equipment. 
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Mosr accountants have long recog- 
nized the necessity of separating vari- 
able and fixed costs for analysis pur- 
poses. Marginal costing or direct 
costing techniques are commonly 
used in preparing product costs, in 
making break-even analyses, in as- 
sisting management with investment 
or make-or-buy decisions. Rela- 
tively few companies, however, use 
direct costing as such in their month- 
ly profit and loss statements for man- 
agement purposes. Even fewer com- 
panies use it for their annual financial 
statements. It would appear, how- 
ever, that the number of companies 
using direct costing is rapidly increas- 
ing. 

In the preparation of financial 
statements, a distinction is always 
made between product costs and 
period costs. Product costs are as- 
sigmed to the products manufactured 
and applied against the revenues 
from the sales of the products in the 
period in which the revenues from 
such sales are recognized. Until this 
matching takes place, product costs 
are deferred in inventory. Period 


costs are all costs except those as- 
signed to product, and are written off 
against revenues during the period in 
which incurred. 


Direct Costing Its Significance: 
For Financial Reporting 
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Under direct costing, product costs 
include only the direct manufacturing 
and handling costs of producing and 
storing inventories. A clear distinc- 
tion is made between such costs 
(which vary with the level of produc- 
tion) and the fixed manufacturing 
overhead costs (which are incurred 
whether goods are produced or not). 
These fixed costs are included in the 
period costs and written off as in- 
curred. Conventional costing, often 
termed absorption costing, allocates 
all or a portion of fixed manufactur- 
ing overhead costs to products in ad- 
dition to direct costs. Therefore, a 
portion of the fixed costs incurred in 
any given period will be deferred to 
subsequent periods through inclusion 
in the inventory. Inventory costs are 
seen as including both variable and 
fixed cost components. 


The controversy over direct cost- 
ing centres on the definition of in- 
come and inventory costs. The im- 
portant differences between the two 
methods can be illustrated by prepar- 
ing some hypothetical financial state- 
ments as shown on pages 531 to 532. 


From these statements the follow- 
ing characteristics of the two costing 
methods can be seen: 
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(1) When, as in period 1, sales 
and production levels are the same, 
the two methods produce the same 
measurement of profit for the period. 


(2) Under a direct costing ap- 
proach, profits will vary only with 
the sales volume. However, under an 
absorption costing approach the pro- 
fits vary not only with sales but with 


ILLUSTRATION OF 


Basic data: 
Opening inventory 
Units produced _......... : 
Units sold 
Selling and administrative expenses ...... 
Standard costs per unit: 
Material 
ge ee 
Variable factory overhead 
Fixed factory overhead ..... 


Total standard cost per unit using 
absorption costing — ............0.00.005. 

(Fixed factory overhead is $130,- 
000 per period; standard pro- 
duction is 260,000 units per 
period. Therefore fixed over- 
head per unit is $0.50) 

Net selling price . s 


production as well. In period 2, for 
example, there has been an increase in 
sales but a decrease in production. 
Under direct costing, profits are 
shown as increasing in direct propor- 
tion to the increase in sales. Under 
absorption costing, the increase in 
profits resulting from increasing sales 
is more than offset by the additional 


EACH METHOD 


PROFIT AND LOSS STATEMENT USING DIRECT COSTING 


Net sales 
Cost of sales: 
Direct material, labour and overhead 


Gross profit over direct costs ............ 
Fixed factory overhead _................ 


Gross profit over direct costs ............ 
Selling and administrative expenses .......... 


Net profit for the period ..................0.00..... 


Closing inventory valuation ..................... 








Period Period Period Period 
1 2 3 4 
100,000 
240,000 220,000 260,000 280,000 
240,000 250,000 240,000 260,000 
$80,000 $80,000 $80,000 $80,000 
$ 0.50 
0.25 
0.15 
0.50 
$ 1.40 
$ 2.00 
Period Period Period Period 
1 2 3 4 
$480,000 $500,000 $480,000 $520,000 
216,000 225,000 216,000 234,000 
$264,000 $275,000 $264,000 $286,000 
130,000 130,000 130,000 130,000 
$264,000 $275,000 $264,000 $286,000 
80,000 80,000 80,000 80,000 
$ 54,000 $ 65,000 $54,000 $ 76,000: 
$ 90,000 $ 63,000 $ 81,000 $ 99,000 


| 








Net sales 

Cost of sales: 
Standard cost ' ba 
Overhead under or (over) absorbed 


Gross _ profit ae si 
Selling and administrative expenses 


Net profit for the period 


Closing inventory valuation 


fixed costs written off resulting from 
producing less. Conversely, with a 
decrease in sales and an increase in 
production in period 3, direct costing 
shows profits being reduced in pro- 
portion to the drop in sales, while 
absorption costing shows an increase 
in profits because more overhead 
costs are deferred as a result of in- 
creased production. 


If, instead of the costs used in this 
illustration, the proportion of fixed to 
variable costs were much higher, the 
differences between the two ap- 
proaches would be even more mark- 
ed. The higher the proportion of 
fixed costs to total costs, the greater 
is the difference between the two ac- 
counting methods. 


In the example, it is assumed that 
the absorption cost system used was 
a standard cost system where any 
over- or under-absorptions of fixed 
overheads are written off to income. 
If, instead, calculations were based on 
actual costs, or based on standard 
costs with over- or under-absorptions 
of fixed overheads being prorated be- 
tween cost of sales and inventories, 
the differences between the two 
methods would be more pronounced. 


PROFIT AND LOSS STATEMENT USING ABSORPTION 


$140,000 


THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1961 





COSTING 





Period Period Period Period 

1 2 3 4 
$480,000 $500,000 $480,000 $520,000 
336,000 350,000 336,000 364,000 
10,000 20,000 _ (10,000) 


$346,000 


$370,000 


$336,000 


$354,000 











$134,000 $130,000 $144,000 $166,000 
80,000 80,000 80,000 80,000 
$ 54,000 $50,000 $ 64,000 $ 86,000 
$ 98,000 $154,000 


$126,000 





The comparison between these two 
methods raises important questions 
about the timing of income flows. 
Under direct costing, income varies 
only with sales. Under absorption 
costing, income varies both with sales 
and with the level of production. For 
business where fluctuations in sales 
and production are not too great, the 
differences between the two methods 
may not be significant as far as the 
income statement is concerned. How- 
ever, they may be pronounced where 
a business is subjected to large fluc- 
tuations in sales and _ production. 
Therefore, the differences in effect are 
normally greater on monthly state- 
ments than on annual statements, 
since many businesses are subject to 
seasonal fluctuations in the volume 
of sales. 


Case for Direct Costing in 
Financial Statements 


(1) There is an essential differ- 
ence between variable costs and fixed 
costs. Variable costs are the actual, 
out-of-pocket costs incurred in doing 
business, that is, in making and sell- 
ing goods. They are incurred if the 
goods are made and are not incurred 
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if the goods are not made. Therefore, 
they are properly described as pro- 
duct costs to be included in inventory 
valuations and written off when the 
goods are sold. Fixed costs, on the 
other hand, are the costs of being in 
business, of building and maintaining 
a plant and an organization capable 
of making and selling goods. They 
are incurred whether goods are made 
or not and will remain constant over 
a wide range of production. Because 
they vary with time and not with pro- 
duction, they should be written off 
to income as incurred, and matched 
with revenues on a time basis. 


(2) Income is only realized at the 
point of sale. Under direct costing, 
no element of profit will be recorded 
until the inventory is sold. By defer- 
ring some portion of fixed costs, ab- 
sorption costing results in recording 
some element of profit contribution 
before the sale takes place. 


(3) Unless these fixed costs are 
written off as incurred, the measure- 
ment of income for each successive 
time period will be influenced not 
only by the sales of the period but by 
the level of production (as shown in 
the example above). The only. fac- 
tors which should affect income are 
the level of sales and the level of 
costs. It is misleading, therefore, to 
adopt costing practices which will 
permit changes in inventories to affect 
the determination of income. Thus, 
under absorption costing, it is pos- 
sible to show an increase in profits 
with a decrease in sales (assuming no 
change in cost levels) as a result of an 
increase in production. 

(4) Only by rigorously separating 
fixed and variable costs, and by writ- 
ing off fixed costs as incurred, is it 
possible to get a true measure of the 
contribution of sales to profits and the 
impact of fixed costs on profits. Direct 


costing shows clearly the contribution 
resulting from sales towards paying 
for fixed overheads and profits. It 
also shows separately the total fixed 
costs for each period, and changes in 
the level of these costs and their re- 
lationship to volume can be accurate- 
ly measured. Thus, direct costing 
makes it much easier to understand 
profit variations because it isolates the 
major causes for change. For this 
reason, financial statements produced 
by direct costing are often more eas- 
ily understood than more convention- 
al statements. 


(5) The use of direct costing con- 
centrates attention on the profit-vol- 
ume relationship, permitting close 
analysis of break-even points, of the 
effects of price changes and cost in- 
efficiencies, and of changing product 
mix where the profit contributions of 
various products are different. Mar- 
ginal income can be determined easi- 
ly and quickly. 


(6) Absorption costing involves 
the allocation (and in many cases, re- 
allocation) of fixed costs among the 
different products. Any such alloca- 
tions must be arbitrary, and in many 
cases they are meaningless if not mis- 
leading. In addition, they tend to 
make it difficult for management to 
analyze such costs and affix responsi- 
bility for variations. Under absorp- 
tion costing, particularly sophisticated 
standard cost systems, the level of 
actual costs incurred tends to become 
buried in a mass of detail. 


The allocation of fixed overheads 
to products involves making assump- 
tions as to what is normal capacity or 
standard production volume. There 
seems to be no generally accepted 
basis for calculating this, and there 
appear to be wide variations in prac- 
tice. Direct costing makes this calcu- 
lation unnecessary. 
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Case Against Direct Costing in 
Financial Statements 


(1) It is admitted that it is im- 
portant to distinguish between vari- 
able and fixed costs. However, the 
difference between the two is not as 
great as many proponents of direct 
costing suggest. In the first place, 
all costs (except perhaps materials 
purchased) are both fixed and vari- 
able to some degree. In the short 
run, most costs are fixed; in the long 
run, most costs are variable. The pro- 
portion of fixed to total costs will tend 
to be higher on a monthly basis than 
on an annual basis. The separation 
of costs into fixed and variable may 
be very difficult, particularly for a 
wide range of indirect costs which are 
sometimes called semi-fixed or semi- 
variable. This separation will in- 
volve making arbitrary assumptions 
and predictions as to cost behaviour. 
Secondly, both fixed and variable 
costs are incurred in producing goods, 
and it is not logical to exclude all 
fixed costs from inventory valuations. 
This is especially true since, with in- 
creasing mechanization, the ratio of 
fixed costs to variable costs is increas- 
ing. For example, there is no logic in 
including labour costs in inventory 
valuations in one year, while exclud- 
ing the fixed costs (e.g. depreciation ) 
of machines purchased to reduce la- 
bour content in a subsequent year. 
Inventory valuations should include 
both fixed and variable costs. Inven- 
tory valuations based on direct costs 
alone, therefore, result in the record- 
ing of inventories at less than full 
cost. 


(2) Under absorption costing, fixed 
manufacturing costs form part of 
product costs because such costs are 
applied or saved through the utiliza- 
tion of production facilities and ser- 
vices provided. The use of these fa- 


cilities and services adds value to the 
product. This added value should be 
included in inventory to be matched 
against the revenues from the sale of 
inventories. On the other hand, when 
a portion of these costs is not used or 
absorbed because of abnormally low 
production, its value or utility is lost 
and should accordingly be written off 
as period costs. 

The exclusion of fixed costs from 
inventory valuation, therefore, gives 
no recognition to a portion of the 
value added to inventories through 
production. The value added by di- 
rect labour and other direct manufac- 
turing costs is recognized, but that 
added by using production facilities 
is not. This distinction is arbitrary 
and economically illogical. 

(3) Therefore, direct costing does 
not result in a true matching of rev- 
enues and the costs incurred to earn 
those revenues. On the assumption 
that all inventories are produced for 
sale in the very near future, and that 
they are written down to market 
when necessary, there is nothing 
wrong with following a method of in- 
ventory valuation which recognizes 
the value of fixed overhead expenses 
in the period in which the inventory 
was produced. In fact, only if this is 
done is it possible to get a matching 
in the same period of that portion of 
the sales dollar which represents the 
contribution to fixed factory over- 
heads, and the overheads themselves. 

Consider, for example, the problem 
of accounting for profit, month by 
month, in a highly seasonal business 
where inventories are built up during 
certain months of the year in antici- 
pation of heavy sales later on. If 
a direct costing approach is used, sub- 
stantial losses may be shown in the 
months of inventory build-up and 
large profits in the months of heavy 
sales. Profits in any period of heavy 
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inventory accumulation will be arti- 
ficially reduced by using direct cost- 
ing; they will be artificially high in 
the sell-off period. 

It is important to recognize that, 
under absorption costing, profits are 
not being artificially increased during 
periods where production is greater 
than sales. What happens is that 
costs are being deferred because, as 
applied to the inventories, they have 
economic value. If, as in periods of 
low production, fixed costs lose their 
economic value, they are normally 
written off. 


(4) There is no argument with the 
thesis that an accurate separation of 
variable and fixed costs may be most 
desirable in order to produce operat- 
ing statements which are useful for 
analysis purposes. However, all the 
advantages of direct costing for ana- 
lytical purposes can be obtained with- 
out sacrificing the principle that fixed 
overheads should be included in in- 
ventory valuations. The great advant- 
age of direct costing is that marginal 
income can be measured easily. This 
can also be computed under absorp- 
tion costing by adjusting the raw fig- 
ures which the cost accounts normal- 
ly produce. 

(5) There is a danger that state- 
ments produced by direct costing may 
be misleading when used to measure 
the profitability of different products. 
Direct costing focuses attention on 
the gross profit over direct costs, often 
termed the contribution to fixed over- 
heads and profits. For example, if 
the gross margin over direct costs 
for product A is 50% and that for 
product B is 40%, it may be assumed 
that A is more profitable than B. If, 
in fact, it takes twice as much ma- 
chine time to produce A as to pro- 
duce B, and fixed costs are relatively 
high, it might be that B is the more 


truly profitable line. Therefore, the 
argument that financial statements 
produced by direct costing show 
clearly the effects on profits of chang- 
ing product mix may not be true. In 
fact, they may give an oversimplified 
picture of the operations. 


Comments and Conclusions 


Direct costing theory rests on the 
assumption that all kinds of costs can 
be broken down into variable and 
fixed components. Accordingly, the 
first step which must be taken in 
installing a direct costing system is 
that of analyzing all costs to deter- 
mine which are variable with volume 
and which are fixed. This kind of 
of analysis is extremely useful, and is 
an essential ingredient of any costing 
system which is to be used as an aid 
to cost control, production planning 
and pricing decisions. 

There is little doubt that many 
financial statements produced by con- 
ventional costing procedures are quite 
unsatisfactory, because they do not 
permit the reader to understand the 
nature of costs and to make accurate 
analyses of the causes for variation 
in profits. Many of the arguments in 
favour of direct costing cited above 
are quite valid. Under absorption 
costing systems which do not try to 
account for the difference between 
variable and fixed costs, it is in fact 
not possible to distinguish accurately 
the causes of cost and profit fluctua- 
tions from one period to the next. 


It is important, however, to dis- 
tinguish between the problem of ac- 
curately analyzing cost and profit fluc- 
tuations, and the problem of measur- 
ing periodic net profits. Direct cost- 
ing is not only a useful accounting 
technique for analysis purposes, it is 
necessary if analysis is to be accur- 
ate. But on the question of which 
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method, direct costing or absorption 
costing, results in the more accurate 
measurements of profits, the case for 
direct costing is not so convincing. 
The description of variable costs as 
product costs and fixed costs as period 
costs assumes not only that they can 
be measured and distinguished with 
a high degree of accuracy, but that 
they are quite different kinds of costs. 


In the first place, it is questionable 
whether a completely accurate sep- 
aration of variable and fixed costs can 
be made. Any separation has to be 
arbitrary to some degree. For ex- 
ample, if two skilled accountants 
working independently were asked 
to analyze the factory costs of any 
given situation into variable and fixed 
components, they would probably 
come up with somewhat different 
answers, particularly if they were 
asked to make forecasts of cost be- 
haviour. A change from absorption 
costing to direct costing reduces, but 
does not eliminate, the necessity of 
making assumptions about cost be- 
haviour. 

In the second place, it takes both 
kinds of costs, variable and fixed, to 
produce goods. In all manufacturing 
plants the ingredients of production 
include materials, labour, buildings 
and machinery in varying propor- 
tions. In most cases the costs of ma- 
terials and labour are variable with 
production, and many of the costs as- 
sociated with setting up and operat- 
ing @ plant are fixed. With the ad- 
vance of technology and the rise in 
wages, the investments in machinery 
and equipment are becoming much 
greater. This means that the costs 
of operating machinery which have 
replaced labour costs (as machine 
work has displaced hand work) are 
relatively more significant. 


It does not make much sense to say 
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that direct labour costs are product 
costs because they are variable, while 
equipment costs are something else 
and should be handled differently in 
valuing products on the balance 
sheet, and in matching costs and re- 
venues on the statement of profit and 
loss. In other words, it does not seem 
too logical to separate variable and 
fixed factory costs for inventory valu- 
ation purposes. If only variable costs 
are deferred in inventories, these in- 
ventories are valued at something less 
than cost. In the case of heavily 
mechanized plants, they are valued at 
considerably less than cost. 


Fixed costs, to the extent that they 
are absorbed in production, have eco- 
nomic value (as direct costs have 
economic value) which will be real- 
ized when the goods are sold. Their 
inclusion in inventory valuations un- 
der absorption costing recognizes this 
and accordingly treats them properly 
as unexpired costs applicable to the 
production of future revenues. There- 
fore, the use of direct costing which 
treats all fixed costs as expired costs 
does not result in a proper matching 
of costs and revenues. 


When, however, plants are operat- 
ing at considerably below normal 
capacity, the fixed costs applicable to 
unused capacity have lost their eco- 
nomic utility. Because of this they 
are applicable to lost revenue oppor- 
tunities and should be written off as 
incurred. 


Costs and the Business Economy 


In setting out the arguments above 
against the use of direct costs in 
financial statements, the importance of 
looking at the economic value of costs 
incurred, whether fixed or variable, 
has been stressed. Looked at from 
this point of view, the direct costing 
argument that absorption costing 
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causes profits to fluctuate arbitrarily 
because of changing levels of produc- 
tion should not be taken at its face 
value. Because both variable and 
fixed costs are involved in adding 
value to production, distortions in the 
measurements of periodic profits are 
more likely under direct costing than 
under absorption costing. In other 
words, the use of direct costing has 
the effect of artificially reducing pro- 
fits in periods of inventory build-up 
and increasing them in periods of in- 
ventory liquidation. 

It is assumed, of course, that pro- 
duction is not done blindly but ac- 
cording to a marketing plan. It is 
also assumed that any inventories 
which may have to be sold for less 
than cost will be written down. 

Thus far, no distinction has been 
made between financial statements 
used for internal management pur- 


poses and the published annual state- 
ments. This is because the only dif- 
ference between these two statements 
should be the amount of detail shown 


on them: It is important to get a 


Net sales Drie 
Cost of sales, direct material, 
labour and overhead 


Gross profit over direct costs . 
Fixed factory overhead .. 


Gross profit over all factory costs .............. 


Selling and administrative expenses 

Net operating profit 

Adjustment for changes in the fixed costs 
included in inventory 


Net profit for the period 
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proper measurement of periodic 
profits or losses with both kinds of 
statements, and the measurement 
should be on the same basis for 
each. For example, it would not be 
wise to measure profits during the 
year by using direct costing and then 
adjust the year-end figures by calcu- 
lating the amount of fixed overheads 
which should be included in the in- 
ventories. To do this would be mis- 
leading and confusing. 

However, it is both desirable and 
possible to combine the advantages of 
the direct costing approach and still 
use absorption costing for income 
measurement. These advantages re- 
late mainly to the precision with 
which direct costing can measure the 
major causes for profit fluctuation, 
and therefore are more important for 
internal statements than for the an- 
nual statements. 

Going back to the example used 
above, it should be possible to com- 
bine the advantages of each approach, 
by using statements such as shown 
below: 


Period Period 
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These statements show clearly that 
portion of the profit for each period 
resulting from changes in sales levels 
and that portion resulting from 
changes in inventory levels. They 
also show the total amount of fixed 
overhead expenses for each period. 
If desired, the amount of under- or 
over-absorbed fixed costs could be 
shown by way of footnote. So long as 
the assumptions underlying the al- 
location of fixed overheads to product 
costs are understood, this figure is 
useful in analyzing operations. The 
balance sheet accompanying such 
statements would include inventories 
valued at full cost (except to the ex- 
tent that under-absorbed fixed costs 
have been written off). This type of 
disclosure is, of course, more import- 
ant for statements used for internal 
management purposes than for state- 
ments presented to shareholders. 


Guidance Needed 

Up to this point, no mention has 
been made of the position of the ac- 
counting authorities or the Taxation 
Division on this question. Bulletin 
No. 43 of the American Institute of 
Certified Public Accountants, for ex- 
ample, says “It should also be recog- 
nized that the exclusion of all over- 
heads from inventory costs does not 
constitute an accepted accounting 
procedure”. It does not tackle the 
important question of the exclusion of 
fixed overhead costs. However, it 
appears in practice that this bulletin 
does mean that direct costing is not 
an accepted accounting procedure. 
This interpretation has been rein- 
forced by releases of the Securities 
and Exchange Commission and the 


U.S. Internal Revenue Service on the 
subject (although there are apparent- 
ly some cases where the Internal Re- 
venue Service has accepted direct 
costing). 

Bulletin No. 5 of the Canadian 
Institute of Chartered Accountants 
does not appear to reject direct cost- 
ing by mentioning the exclusion 
of fixed overhead “where its inclusion 
would distort the profit for the year 
by reason of fluctuating volume of 
production”. Since this is mentioned 
without comment about its merits, it 
is not possible to state whether the 
bulletin is for or against direct cost- 
ing. 

On the other hand, the “Recom- 
mendations on Accounting Principles” 
contained in the Members Handbook 
of the Institute of Chartered Account- 
ants in England and Wales appears to 
regard direct costing as an acceptable 
method of valuing inventories. 


In view of the importance of the 
questions raised by direct costing and 
the controversy generated, it seems 
most desirable that the Committee 
on Accounting and Auditing Research 
of the Canadian Institute of Charter- 
ed Accountants should issue a new 
bulletin on inventory valuations deal- 
ing with overheads and inventories. 
Direct costing is either acceptable or 
unacceptable for income measure- 
ment purposes, and the accounting 
authorities should make a clear de- 
cision on the question. Indeed, it 
would be most unfortunate if the 
committee were to find both methods 
acceptable, unless they were to define 
the circumstances in which one meth- 
od or another is acceptable. 
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Pitfalls in Managing a 
Smaller Company 


PHILIP CREIGHTON, C.A. 





As COMPETITION sharpens and the 
curve of business failures climbs 
sharply up the chart, one is led to 
wonder whether the pitfalls in man- 
aging a smaller company are getting 
larger or more managers are falling 
into them. This may sound a little 
like the chicken-and-egg controversy, 
but it is intended to emphasize a 
very real distinction between the ap- 
parent causes and the root cause of 
business failures. The apparent causes 
— “the pitfalls’ — are the common 
business weaknesses: inadequate sales, 
receivable difficulties, competitive 
weakness, heavy operating expenses, 
to name only the most obvious. Such 
weaknesses are not difficult to detect, 
nor in most cases difficult for an alert 
and intelligent management to cor- 
rect, in so far as the general condi- 
tions of the particular industry allow. 


It is the root causes — “the falling 
in” — that constitute the real danger 
to the safety of business. A recent 
survey by Dun & Bradstreet shows 
that over 95% of the 1959 business 
failures in Canada were caused basic- 
ally by management failure, either 
through inexperience or incompetence. 


It should be observed at this point 
that the above-noted weaknesses, 
either superficial or basic, are by no 
means confined to the smaller com- 


pany. On the other hand, the smaller 
company tends to suffer more, pro- 
portionately, for a particular weak- 
ness than does a large corporation in 
similar circumstances. 

For the purpose of this article the 
smaller company is defined as one 
having a management group of less 
than five persons. It is felt that this 
is a more easily applied measurement 
than one based upon annual sales 
volume or total assets. There is, of 
course, a relationship between sales 
volume and total assets on the one 
hand and the size of the management 
group on the other; as the former in- 
creases, the latter also tends to in- 
crease. This relationship is neither 
exact nor constant. For example, par- 
ticularly in the wholesale field, typical 
smaller companies exist with substan- 
tial dollar volume sales. 


Smaller Margin for Error 


The reasons why the smaller com- 
pany suffers more than the larger cor- 
poration from any business weakness 
are not hard to find. First, in most 
cases the smaller company has a much 
smaller margin for error than the 
large corporation. What is at worst 
an annoyance to the latter can be a 
major disaster to the former. A good 
example of this proposition is the 
decision to open a branch store. In 


539 








540 THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1961 





a multi-unit chain the success or 
failure of the newest unit will not 
have any great effect upon the finan- 
cial results of the operations for the 
period. In a one-store business, how- 
ever, the opening of a new branch 
will have a marked effect upon the 
profit or loss of the whole enterprise. 
If the newest unit in the multi- 
unit chain is unsuccessful, the chain 
has the resources available to support 
it during its breaking-in period 
whether that be long or short. The 
two-store chain has no such re- 
sources. Usually, if the new unit can- 
not support itself promptly, the con- 
tinued profitability of the whole con- 
cern is endangered. 


Secondly, the smaller company 
makes many more potentially self-de- 
structive decisions than the large cor- 
poration. This may appear to be a 
puzzling statement, when it is consid- 
ered that the big corporation can make 
errors well beyond the financial grasp 
of even the wealthiest of smaller 
companies. Nevertheless, it is true, 
for in the smaller company there 
is an absolute limit beyond which it is 
impossible to reduce any specified 
kind of business transaction. For ex- 
ample, successful retail selling de- 
mands that a certain value of stock be 
offered for sale within a certain size 
of store, without regard to whether 
the vendor is small or large. Similar- 
ly, the small purchaser in any given 
line will tend to purchase the same 
quantities regardless of whether it is 
purchasing from big or small sup- 
pliers. The custom of the trade, not 
the size of the business, establishes 
the minimal size of the units in which 
it must deal. The minimal transac- 
tion unit is an absolute, but one such 
unit will have a substantially greater 
effect on the profit or loss of the small 
business than on that of the larger 
corporation. 








Jack-of-All Trades Management 


A third reason why the smaller 
company suffers more than the large 
corporation from common business 
weaknesses is that the level of com- 
petence of the small company’s man- 
agement group is markedly below 
that of the large corporation. Most 
executives of small businesses are re- 
quired to be “jack-of-all-trades”, and 
management is thus denied the ad- 
vantages of specialization. Other than 
that of the owner or president, few 
positions in the typical smaller com- 
pany are sufficiently challenging to 
attract the potentially best executive 
talent. The management function 
may be considered in three parts: 
sales, production and finance, and it is 
very unusual to find a smaller com- 
pany’s management strong in all 
three. To be weak in one part is 
probably average, and weak in two 
not unusual. It should be noted that 
there even appears to be some happy 
and financially rewarding smaller 
companies today whose management 
groups are weak in all three. 


The last factor concerns the owner 
or president of the smaller company 
who, in effect, embodies the business. 
It is an observed fact of human be- 
haviour that we remember what we 
want to remember, believe what we 
want to believe, and think what we 
want to think; to a greater or lesser 
extent all our thought processes are 
warped by our desires and ambitions. 
Such wishful thinking has an obvious 
impact on the smaller company which 
normally depends on one or two 
persons for its motivation. The most 
common case of this is the small busi- 
nessman who likes to sell but dislikes 
credit and collection work, and hun- 
dreds of other examples will doubt- 
less spring to mind. It must be ac- 
cepted then that to a varying extent 
the operations of a given smaller com- 
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pany will depend on the desires of the 
owner or president, not upon the 
events of the external commercial 
world. While the large corporation 
may also be subject to this failing, its 
very size and formality of organiza- 
tion tend to counter-balance the 
weakness. It must be admitted, 
though, that size is no real protection 
against the power of a warped per- 
sonality, as Hitler so compellingly 
demonstrated in the 1930's in Ger- 
many. 


Plan from Facts 

How may these pitfalls be avoided 
by the smaller company? 

The only sure way around them is to 
discover where and what they are, 
and to plan a way to overcome them. 
To be successful the plan must be 
based upon facts, insofar as they can 
be discovered, and not upon fancies. 
One must seek to obtain all the 
relevant and useful information that 
can be found, particularly the in- 
formation that one does not want to 
know. It is probably a safe rule that 
the best way to avoid bankruptcy is 
to find out the unpleasant facts about 
one’s business before the creditors do. 


Before commencing operations, the 
small businessman should attempt to 
evaluate fairly himself, his manage- 
ment group, his financing and _ his 
idea or prospective business. Of him- 
self the small businessman should 
ask, “Am I competent to fill the posi- 
tion I am creating for myself? Would 
I hire myself to manage this business 
if I were the owner and required a 
manager?” If the honest answer to 
either of these questions is “no”, then 
an attempt must be made to improve 
his abilities before any capital, saved 
or borrowed, may be prudently risked 
in the prospective undertaking. By 
working for a competitor or by night 


school or correspondence courses, he 
can learn the fundamentals of a trade 
and of business generally. He can 
also learn, of course, by running a 
small business, but the early years of 
a business are risky enough without 
increasing the risk through ignorance 
of the fundamentals. It is also pos- 
sible to supplement the inadequacies 
of the owner or principal by the crea- 
tion of a management group, with 
complementary abilities. 


The Best Test 


If the small businessman concludes 
that he or his management group is 
competent to manage the prospective 
enterprise, then he may proceed with 
the evaluation of the proposed busi- 
ness. One way to obtain an opinion 
as to whether the business or idea is 
likely to be profitable is to try to 
borrow money upon its security. Go 
to the chartered banks, the Indus- 
trial Development Bank, the mortgage 
companies, the private capital place- 
ment agencies, or the investment 
brokers and ask for a loan. They are 
experienced in the evaluation of busi- 
ness situations, and the smaller com- 
pany can easily obtain their comments 
and suggestions, for they are on the 
lookout for sound potential borrowers. 
It should be remembered that it is an 
evaluation of the proposition, not 
funds for the financing that is being 
sought primarily. It must be stressed 
also that the right answer may not be 
a favourable one. Why waste ir- 
recoverable time in a losing proposi- 
tion? If the business is sound, little 
difficulty will be encountered in the 
financing. At this point it should be 
noted that any person who obtains 
funds from relatives or friends, who 
are not competent to assess the prob- 
able success or failure of the venture, 
assumes a considerable moral obliga- 
tion towards them. In order to dis- 
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charge that obligation it is necessary 
for the borrower to make a very 
searching and honest evaluation of his 
proposal. 


In order to approach any sources 
of funds it is advisable to prepare a 
forecast or a picture of what the pro- 
posed business will accomplish within 
the near future, say the next one to 
five years. Such a forecast, if it is to 
be useful, must be made honestly and 
conscientiously. It should reflect all 
that is known or can be reasonably in- 
ferred about market conditions, sales 
volumes, operating costs, etc. Two 
predictions should be made: one of 
the probable results of operating the 
proposed business under average con- 
ditions, the other of the probable re- 
sults if the worst is assumed in all 
circumstances. If the proposed busi- 
ness promises a fair return under 
average circumstances and _ survival 
under the worst circumstances, it is 
probably a sound proposition and 
should be attempted. 


After the smaller company has com- 
menced operations, substantial pre- 
cautions are still necessary to guard 
against possible failure. All informa- 
tion which is pertinent to the opera- 
tion of the business should be record- 
ed and evaluated. As in the case of 
starting a business, particular atten- 
tion should be paid to all information 
which is unpleasant in character and 
relates to an unsuccessful aspect of 
the operations of the company. 


Rules for Success 
Very simply the small businessman 
should: 

1. Know and be guided by the ac- 
cepted rules of good business prac- 
tice. 

2. Investigate thoroughly any pros- 
pective employee, new customer 
or unusual business proposal. 








3. Prepare a detailed statement of his 
goals in the future, i.e. an operat- 
ing budget. 

4. Prepare monthly financial state- 
ments of the operations of the 
business in order to compare it to 
the budget and so properly evalu- 
ate the results of the operations. 


5. Maintain adequate records of all 
transactions; adequate records are 
those which contain all the in- 
formation he needs and none that 
he does not. 


6. Learn what sources of informa- 
tion and support are available, 
such as professional advisers, refer- 
ence libraries, government depart- 
ments, research institutes, etc. 


7. Do the whole job of management, 
or at least ensure that it gets done, 
and not just the part which is 
liked. 

8. Treat the business as a separate 
person and maintain a very formal 
relationship with it. For example, 
any management meeting should 
have written minutes; budgets and 
financial statements should be 
complete; agreements should be 
drawn in proper form. 


The above procedures are designed 
to remedy the common weakness of 
the small businessman and the smaller 
company management group of be- 
lieving only what they want to be- 
lieve. Attention must be paid to all 
the facts, not just a favoured few. 


The paramount importance of the 
management group to the success of 
the smaller company must be stressed 
again. It is essential that the small 
businessman organize his business and 
his records in a rational way so that 
he can make his decisions upon the 
basis of fact, not fancy. Only by 
doing so can he avoid the pitfalls of 
managing a smaller company. 
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A Review 


GORDON H. COWPERTHWAITE, C.A. 


In 1959 BANK sTAFFS increased by 
some 1,800 men and women. Since 
1949 staffs have increased by approxi- 
mately 22,000. The number of de- 
posit accounts has grown in the past 
decade from nearly eight million to 
more than twelve million and bank 
clearings have increased by over 
400%. All readers will be well aware 
of the importance of banking to the 
economy, and while reported bank 
profits have been increasing, the cost 
of clerical help is also increasing, 
usually at a higher rate. As as result, 
banks have had to resort to forms of 
mechanization and automation to 
meet the burden of rising clerical 
costs. 

The processing of large volumes of 
paperwork is an inescapable part of 
banking. Accuracy being a vital char- 
acteristic of this activity, it has there- 
fore had a marked influence on the 
approach that banks have taken to- 
wards automation. 

This century has seen a transfor- 
mation in banking. Once ultra-con- 
servative by tradition, banks have 


now turned to modern merchandising 
methods, ranging from widespread 
advertising of popular appeal to the 
use of plate glass windows and mod- 
ern decor. These changes in attitude 
and environment appear to have had 
the effect of preparing banks for the 
advances in automation that must 
come in the next decade or so. 


The Problem Facing Banks 

In common with industry, banks 
entered the 1950’s with increasing 
clerical costs in a booming economy. 
While their profit situation has been 
generally satisfactory, clerical costs 
have continued to mount. In addi- 
tion, banking activity has been ex- 
panding in volume and in importance 
to Canada’s economy, as can be seen 
from the comparison of bank clear- 
ings in 1949 and 1959 on page 544. 

The preface of a book privately 
printed by Peat, Marwick, Mitchell & 
Co. in 1956? notes how frequently 
banks were asking, “What should we 
do now about electronics?” It states, 
“Early in our study we concluded 
that the application of electronics to 
depositor accounting [the equivalent 
of current accounts in Canada] in- 
volved problems that are not present 
in other bank operations or in other 
industries” and goes on to point out 
that “... . depositor accounting... , 
of course, represents a major part of 
a commercial bank’s clerical costs”. 
The unique nature of the banks’ prob- 
lems, then, has been recognized for 
some time. 


While the 1950’s were years of 
planning and preparation for the ap- 
plication of electronics, the 1960's 
should see much of that preliminary 
work translated into action. 





1 The Canadian Bankers’ Association White 
Bulletin, September 1960. 


2 “Electronics & Banks”, Peat, Marwick, 
Mitchell & Co., New York, 1956. 
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Machine Developments Since 1945 

Certain individual banks spent con- 
siderable time and money in the early 
1950’s developing machines and sys- 
tems which they considered would be 
applicable to their own operation. 
For example, the Chase Manhattan 
Bank of New York City worked for 
several years with the Laboratory for 
Economics, Inc. of Boston on the de- 
velopment of a large-scale computer 
called DIANA. Installation was 
scheduled for late 1956, but the pro- 
ject was discarded prior to installa- 
tion. 


More highly publicized is the de- 
velopment of the Electronic Record- 
ing Machine Accounting (familiarly 
known as ERMA and now more ac- 
curately referred to as the G.E. 210 
or 225) by California’s Bank of Am- 
erica, in conjunction with the Stan- 
ford Research Institute and the Gen- 
eral Electric Company. It is now in- 
stalled in several centres in Califor- 
nia, and operating reports appear 
most encouraging. The General 
Electric Company is the prime manu- 
facturer for this equipment in the 
United States. 


For several years, all major equip- 
ment manufacturers have been active- 
ly engaged in research from which 
electronic machines and methods 


3 The Canadian Bankers’ Association, White 
Bulletin, September 1960. 





1949 1959 Increase 


15.6 71.3 55.7 357 
13.9 50.0 36.1 260 
5.8 12.1 6.3 109 
6.2 9.8 3.6 59 
3.2 9.8 6.6 206 







have evolved, including semi-elec- 
tronic posting machines, magnetic ink 
character recognition and other elec- 
tronic systems. 

The problem facing both banks and 
equipment manufacturers in the de- 
velopment of equipment to meet 
banking needs was not an easy one, 
bearing in mind the need for stand- 
ardization, high speeds for processing 
large volumes of information and the 
banks’ special demands for accuracy. 

Developments that have been ap- 
plicable to the banking industry as a 
whole can be classified under the 
three main headings that follow: 


Semi-Electronic Posting Machines 
These machines were developed 
and are now offered to banks by two 
major equipment companies, Bur- 
roughs Corporation and The National 
Cash Register Company. These have 
been referred to as the first generation 
of what can be called electronic post- 
ing equipment. These “‘tronic” ma- 
chines have largely been used for 
current account posting in Canada, 
and commercial deposit accounting in 
the United States. The ‘tronic ma- 
chines eliminate the need for dual 
posting or similar checking operations 
after the first posting of a transac- 
tion. The machines ensure posting to 
the right account cards, automatically 
pick up the old balance and find the 
proper line on the ledger card and 
on the statement, and post the new 
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transaction. They can also automa- 
tically develop trial balances. They 
range in cost from three to five times 
that of ordinary bookkeeping ma- 
chines, but have the advantage of 
speed and accuracy. They have found 
wide acceptance in all banks in North 
America. In general, one ‘tronic post- 
ing machine was intended to replace 
two or more conventional bookkeep- 
ing machines and operators. 


Magnetic Ink Character Recognition 

A review of articles, books and 
other sources of information concern- 
ing banking in the past few years in- 
dicates that the development of Mag- 
netic Ink Character Recognition, 
more commonly known as MICR, is 
probably the most important develop- 
ment in bank automation, and is like- 
ly to have widespread repercussions 


in the 1960's. 


MICR is a system now widely 
adopted for the sorting and process- 
ing of cheques. To make this pos- 
sible (bearing in mind that up to this 
time the various banks have printed 
and issued different sized cheques 
with the information in varying 
places) standardization has become 
essential. As later explained, MICR 
has been made possible by banks 
adopting complete standardization in 
cheque size and format and the mag- 
netic coding that will appear on the 
cheques. Now illustrated is the type 
of cheque that will be in widespread 
use in the next few years. 


Pay to the 
Order of 


_ Two Thousand, Eight Hundred and Sixty-seven 


Wa? ecawOOORH F3bweewOue 


J. 3. senes and So. Es: 
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The figures and symbols along the 
lower edge are the means by which 
a machine, working on electronic 
principles, can sort the cheques. The 
language is an arrangement of ara- 
bic numerals, 1-9 with zeros and 
simple symbols. Part of the code 
indicates the bank on which the 
cheque is drawn, the branch, its dis- 
trict, the type of account, and the 
fact that the transaction is a debit; 
another portion is the preprinted cus- 
tomer number and the postprinted 
amount of the cheque written. The 
symbols represent “punctuation” 
which instructs the sorting machine 
when to start reading and when to 
stop. 

The figures and symbols are print- 
ed in magnetic ink, an ink which 
looks quite ordinary, but which con- 
tains tiny iron oxide particles. These 
are magnetized as the cheque enters 
the machine. Since each numeral 
and symbol has a distinctive shape, 
each has a different pattern of iron 
particles, and thus each produces a 
distinctive electrical signal or im- 
pulse. These signals are “read by the 
machine”, which then sends cheques 
to the proper sorting compartment 
many times faster than conventional 
sorting equipment now in use. 

The development of MICR and its 
acceptance by banks in Canada, the 
U.S. and U.K. will have far-reaching 
repercussions, because it makes pos- 
sible the processing of cheques by 
electronic methods. 
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Electronic Systems 

In addition to their work in con- 
junction with specific banks, the ma- 
jor business machine companies have 
independently developed a number of 
systems adaptable to banking activi- 
ties. Although it is not the purpose 
of this article to review these ma- 
chines at any great length, some of 
their equipment which might be men- 
tioned as being of value to banks 
includes: 


— International Business Machines 

Limited 1210/1401 Data Processing 
System — 
This operates in much the same 
way as other large IBM computers. 
Once the data has been put into 
the system, it stores the information 
on tapes or punched cards, depend- 
ing on which of the two alterna- 
tives has been selected. A daily 
trial balance of the accounts can be 
printed out at high speed. 


— International Business Machines 
Limited 7070 Computer— 
This is a large-scale computer 
which also can be used by banks 
for the processing of data on an in- 
tegrated basis. 


— Burroughs Corporation B251 Vi- 
sible Record Computer — 


This differs from the IBM system 
in that the processed data is imme- 
diately printed out on the appropri- 
ate accounts. Where IBM _ uses 
separate tape units, the magnetic 
tapes are actually on the backs of 
the ledger cards in the Burroughs 
system. 

— General Electric Company System 
(G.E. 210 or 225) 
This is basically the ERMA sys- 
tem developed for the Bank of Cali- 
fornia and now offered commer- 
cially in the United States by this 

company. 





Although many other systems have 
been developed by other machine 
equipment manufacturers, their appli- 
cation to banks has not, in every case, 
been proven. 

Of importance are the high speed 
electronic sorters now being intro- 
duced. The first showing of a sorter 
designed for use in conjunction with 
the MICR system was given in Toron- 
to during December 1960. This ma- 
chine reads code numbers printed on 
cheques in magnetic ink, and sorts 
according to this coded information. 
It is reputed to have an operating 
speed of approximately 1,600 passes a 
minute. A 5-digit account number, 
for example, would normally require 
five passes to sort; thus the effective 
speed of the sorter would be 20%. 
There will probably be a good deal 
of such “ancillary” equipment de- 
veloped during the 1960's for use in 
conjunction with the MICR system. 


Banking Automation in U.S.A. 

Superficial resemblances have, per- 
haps, tended to obscure the fact that 
Canadian banking routines are some- 
what different from those used in the 
United States. Particularly significant 
in the field of automation are the fol- 
lowing factors: 


1. Whereas the geographical area 
covered by American branch sys- 
tems is usually confined within a 
single state, Canadian chartered 
banks operate across the country. 
Canadian depositors, unlike those 
in the United States, are able to 
draw cheques in favour of a third 
party on savings and other limited 
accounts. 


bo 


3. Whereas the growth of large pop- 


ulation centres, particularly in the 
east, has fostered greater concen- 
tration of branches in certain 
areas of the United States, Can- 
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ada’s scattered population requires 
a more widespread network of 
branches and sub-branches. 


Much of the work connected with 
bank automation was started in the 
United States. Particularly important 
is the spearhead action taken by the 
American Bankers Association in 
standardization through the use of 
magnetic ink character recognition. 
In 1956, the A.B.A. made a general 
announcement that it was recom- 
mending the use of magnetic ink 
character recognition as the common 
language for use by all member 
banks; all major manufacturers and 
cheque printers agreed with this 
recommendation. Thus the stage was 
set for very substantial equipment 
developments, of which the first to be 
introduced are the electronic sorters 
incorporating MICR techniques. Un- 
til this announcement was made, 
manufacturers and others had no as- 
surance that any one_ particular 
method would be adopted or that 
the manufacture of any one type of 
equipment would be practical. 

Since this announcement, several 
systems have been developed. In the 
United States, electronic equipment 
is reaching the integrated stage, now 
that MICR sorters and readers, as 
well as conventional computer equip- 
ment, are available for installation by 
banks. Such systems can read and 
process cheques that have customer 
account and bank numbers and dol- 
lar amounts in magnetic characters 
on the face of the cheque. 

The development of ERMA, as 
mentioned above, is having a consid- 
erable impact on the American 
scene. Already some 2,000,000 Bank 
of America credit cards have been 
issued to Californian families. A 


* Management and Business Automation, 
January, 1960. 
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wide system of businesses (some 
26,000 termed “merchant members” ) 
throughout California has been link- 
ed to the main computer systems via 
a private wire communication which 
is itself the largest system in use in 
California. Purchases are made by 
individuals on the basis of credit 
cards, after credit has been checked, 
as necessary, with the central system 
by private wire. Each month the 
Bank of America sends to the credit- 
card holder one bill which can cover 
purchases at any of the 26,000 busi- 
nesses connected with the system. 
This could be the beginning of a revo- 
lutionary era, in which cheques are 
replaced by the credit card. 


Bankers in the United States are 
considering the use of joint facilities 
for data processing activities. This 
would involve several banks in one 
area setting up common facilities, 
thus enabling them to use larger ma- 
chines and systems than might other- 
wise be economically feasible. This 
sort of cooperation is practised in the 
United States in the insurance indus- 
try and has already met considerable 
success. 


In summary, the scene in the Unit- 
ed States is dynamic and to some ex- 
tent in a state of flux. In the 1950's 
some banks encountered costly fail- 
ures in the field of automation; oth- 
ers did achieve considerable success, 
but, as has often been asked, at what 
cost? 


The enterprising activity of the 
Americans has_ been particularly 
manifest in the field of electronic 
data processing over the past few 
years, producing some failures, it is 
true, but also such notable successes 
as magnetic ink character recogni- 
tion and electronic systems. Undoubt- 
edly, they will pioneer still greater 
advances in the next decade. 
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The Canadian Scene 

Our Canadian chartered banks are 
large. With the recently announced 
merger of the Canadian Bank of 
Commerce and the Imperial Bank of 
Canada we now have two out of the 
ten largest banks in North America. 
The problem of clerical costs increas- 
ing at a rapid rate is ever-present and 
directly comparable to the situation 
in the United States. 


What is happening in the field of 
bank automation in Canada? The 
most significant step in the past sev- 
eral years has been a recent an- 
nouncement by the Canadian Bank- 
ers Association that, after delibera- 
tions lasting more than three years, 
they have decided to adopt the MICR 
method (which had previously been 
selected by United States and United 
Kingdom banks). Other important 
developments in the use of automa- 
tion equipment have occurred as fol- 
lows: 


Use of Semi-Electronic Posting 
Machines 


Most Canadian banks have intro- 
duced ’tronic machines in the past 
few years. The primary purpose of 
doing so was to increase efficiency 
and facilitate staff reductions. In 
general, one ‘tronic posting machine 
was intended to replace two or more 
conventional bookkeeping machines 
and operators. While some _ banks 
have been successful in achieving 
these reductions, others have failed, 
through not making full use of the 
features of a machine. Some, for 
example, still post accounts twice, 
once to the statement and once to the 
ledger card, in order to prove the ac- 
curacy of the operation, even where a 
machine has built-in checks to pre- 
vent errors occurring. Such over- 
conservatism on the part of banks 
could have serious effects on the use 
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of more advanced types of equip- 
ment. 


Electronic Sorters 

As reported above, we have seen 
the recent introduction in Canada of 
electronic sorters incorporating MICR 
principles. At the end of 1960, no 
Canadian bank had yet installed an 
automatic sorter, although at the time 
of writing it is known that several 
have this under serious consideration 
and will probably place orders short- 


ly. 
Electronic Computer Systems 


While several of the chartered 
banks have considered electronic 
computers, only one is known to be 
actually contemplating the use of a 
medium-sized one. Until MICR is 
fully introduced, some time in the 
1960’s, and automatic sorting ma- 
chines are working satisfactorily, it 
will not be practical to use the full 
capabilities of large-scale computers 
for general banking business. 


Special Equipment 

As so little equipment in the busi- 
ness field is developed in Canada, 
special mention should be made in 
this article of a computer cheque- 
sorting system developed by Ferranti- 
Packard Limited for the Federal Re- 
serve Bank in New York.’ It will 
read, sort and list at a rate of 135,000 
cheques per hour, as against sorters 
developed in the United States with a 
projected speed of 94,000 cheques 
per hour. It operates on a stored 
reference system, by which the en- 
tire number (ie. eight digits) is 
scanned and compared with the same 
number in the computer’s memory; 
upon successful comparison, the pro- 
per sorting stacker into which the 


5 Office Equipment and Methods, January, 
1961. 
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cheque should be placed is called up. 
Using an economical number of 
stackers, each cheque might require 
as few as two passes through the 
sorting machine. 

Federal Reserve Banks in Phila- 
delphia, Boston, Chicago and San 
Francisco are experimenting with sys- 
tems of other manufacturers. 


Summary 

In general, Canadian banks have 
tended to advance towards automation 
at a more conservative pace than in 
the United States. Compared with 
American banks, our chartered banks 
are large, and the question might be 
asked whether Canadian banks 
should not be experimenting and of- 
fering a degree of encouragement to 
Canadian manufacturers for the de- 
velopment of equipment designed to 
meet banking needs. 


Course of Banking Automation 


Much has been said as to what 
course banking automation is likely to 
take in the next few years. Speaking 
in terms of the United States, one 
authority® mentioned the following: 


1961-1962: Several of the large 
banks will be fully automated on the 
MICR system. 

1961-1965: A large number of ful- 
ly automated systems will be installed 
for deposit accounting, which would 
prove economical for 40,000 “on us” 
transactions a day and for banks with 
assets of a quarter of a billion dollars 
or more. 

This, of course, is but a general 
forecast of what may be expected. 
As indicated, a very substantial am- 
ount of planning has already taken 
place. The next step will be the im- 


® Data Processing Digest, May, 1960. 
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plementation phase, first through 
MICR, secondly by the use of elec- 
tronic sorting equipment, and third- 
ly, where it can be justified, through 
the use of integrated computer sys- 
tems. 

In the immediate future the use of 
electronic sorters, together with 
MICR techniques, should prove of 
extreme value to banks and permit 
them to keep abreast of their ever- 
increasing work load without having 
to increase materially clerical costs 
per cheque unit. 


In Canada, developments will un- 
doubtedly follow closely behind those 
in the United States. The change- 
over to MICR techniques will grad- 
ually be made, and should be ac- 
complished by 1964. 

If Canadian banks are to make full 
use of automation techniques, cen- 
tralization of clerical work processes 
will become an important factor. In 
large population centres, posting of 
current accounts in one location, ra- 
ther than, say, 20 or more, may be- 
come a reality. Several banks have 
been experimenting with this and 
while there are many problems still 
to be solved, the benefits could be 
substantial. A lesson that has been 
learned in the United States is that 
it is unwise to try to centralize cur- 
rent accounts at the same time that 
a major electronic system is being in- 
stalled. Such a move should be taken 
in two steps: first, centralize the 
bookkeeping activity, and sometime 
thereafter, instal electronics. 


In other areas we may expect to 
see varied developments, such as the 
use of signature scramblers which 
will automatically verify the validity 
of a signature, however unreadable, 
as well as closed circuit television and 
other features of the age of automa- 
tion. 
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Conclusions as to the Future 

Credit cards are increasing in pop- 
ularity and already are reducing the 
number of cheque transactions. How- 
ever, the number of cheque transac- 
tions will continue to be substantial, 
and unless major advances in the use 
of such systems as Bankamericard 
occur, it is probable that cheque 
volumes will increase rather than de- 
crease, although possibly not at the 
same rate as has been experienced 
since the war. 


Systems of automation will increase 
the efficiency with which banks pro- 
cess cheques. The electronic systems 
will reduce very substantially delays 
in processing cheques and can make 
it difficult to overdraw an account, as 
it is possible to program machines to 
reject cheques that would result in an 
overdraft and thus cause a problem 
of customer relationship. 


The time will shortly come in Can- 
ada when our chartered banks will 
have to re-evaluate their own pro- 
grams for automation of the clerical 
process. They will have to consider 
whether the steps they are taking to- 
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wards automation are adequate. The 
volume of business handled by Can- 
adian banks should permit them to 
take an aggressive step and the Can- 
adian economy would benefit through 
equipment development, by orders 
being given to Canadian manufactur- 
ers. While the Canadian Bankers As- 
sociation has taken steps, particularly 
in the area of standardization and the 
adaptation of MICR, Canadian banks 
must decide whether they are going 
to rely solely on equipment of United 
States design and manufacture, or 
whether Canadian manufacturers 
could, in part, at any rate, meet their 
demands. 

A word of caution should be in- 
jected. Problems are not immediate- 
ly solved by high-speed machines 
working on electronic principles. In 
spite of statements to the contrary, 
inaccuracies can still occur. An ag- 
gressive and dynamic management 
can do much to use mechanization to 
improve the efficiency of their opera- 
tions. A management that is at best 
mediocre will find that data process- 
ing is not the panacea designed to 
overcome all its problems. 


Traditional Skill 


A good manager will recognize that the traditions of an organi- 
zation serve many important purposes. When they inspire people, 
that is all to the good. But unless progress becomes the prevailing 
habit, tradition will be misused. People will lean on past wisdom 
and experience to the point where they develop none of their own, 
and take little or no initiative. Certainly, by innovating, we do 
stand to lose some traditions that have had value in the past. But 
here is one of the tests of leadership: to know the differences between 
a tradition that is still good, one that needs to be modified, and one 
that should be abandoned altogether. Those who are to lead ade- 
quately in these times not only need to know the differences, but they 
need the fortitude to act on what they know, painful as this sometimes 
is. 

— Frederick R. Kappel, “Vitality in a Business Enterprise” 
The Arthur Andersen Chronicle, April 1961. 








Statistical 
Sampling 
in Auditing 
imac teslnatie 


MucuH HAS BEEN WRITTEN in the past 
few years about the possible applica- 
tion of statistical sampling to account- 
ing and auditing, and what has been 
written has spurred the imagination 
of many auditors and accountants 
who are alert to ways and means of 
reducing clerical checking. To ignore 
the possibilities of this or any other 
new technique would be tantamount 
to admission that no progress or im- 
provement is possible in the account- 
ing profession. It is unfortunate that 
there does not yet seem to have been 
very great use made of the method in 
practice in Canada nor in fact any 
serious research into its application by 
accounting bodies. This may be due 
in part to a natural aversion on the 
part of many accountants to plunge 
into the mysteries of the theory of 
probability and associated higher 
mathematics. Certainly the mathe- 
matical aspects of sampling cannot 
be ignored, but there is enough ma- 
terial available on the subject to en- 
able accountants and auditors to de- 
velop practical applications without 
complete mastery of the mathematical 


theory, as long as certain precautions 
and basic rules are understood and 
faithfully applied. 

The use of test checks is so widely 
accepted today both in the account- 
ing profession and the business com- 
munity at large that nothing need be 
said here about how they are carried 
out and the reliance which is placed 
on them. It is enough to say that 
those who are responsible for making 
decisions on the strength of these tests 
are well aware that risks are in- 
volved (risks which can only be 
eliminated by a complete check). Un- 
fortunately, these risks are not easily 
defined. What constitutes a reason- 
able number of errors or exceptions? 
What chances are there that the re- 
sults of a test are not representative 
of the whole? Has the selection been 
biased? 

There must be many instances 
where decisions based on test exam- 
inations would be difficult to support 
were it not for the fact that the 
method is considered acceptable 
when applied under the competent 
direction of a qualified auditor. Test- 
ing is often based on an examination 
of a percentage of the total number 
of transactions, such as tests of 10% 
or 5% or 25%, but how are these per- 
centages chosen? Is there some mys- 
terious sense which enables the aud- 
itor to evaluate the effectiveness of 
internal control, the relative import- 
ance of errors both as to amount and 
type, the reliability of staff and pro- 
cedures and other considerations and 
then to express all this in terms of a 
percentage? If there is, it is difficult 
to support on any realistic basis. How 
then can we develop more systematic 
and more readily supportable test 
techniques? Statistical sampling may 
be a means to improved, as well as 
more economical, methods. 
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Test vs. Sample 


In accounting, a sample has been 
defined as “a portion of a group of 
related transactions, financial state- 
ments or other universe of data 
chosen to reflect or assist in determin- 
ing the accuracy, propriety or other 
characteristics of the whole”. It is 
apparent that this definition of a 
sample is also valid for a test, and, in 
fact, a test is a form of sampling but 
with this important limitation. The 
results of a test are evaluated by an 
auditor on the basis of his technical 
training, professional judgment, in- 
dependence and intimate knowledge 
of all circumstances related to the 
particular area under examination. He 
is not, however, in a position to say 
with any degree of assurance what 
risks he has taken of making an in- 
correct decision, or how precise his 
estimate is of the general accuracy or 
propriety of the whole. This is the 
important difference between a sub- 
jective test and a random sample. 


It must be made perfectly clear 
that sampling is not a substitute for 
sound judgment and auditing skill, 
nor is it really an entirely new con- 
cept, because an auditor must always 
have some loosely defined quality lim- 
its in mind when considering the re- 
sults of a test. He probably is not 
aware, however, of the risks he is tak- 
ing when he makes a decision based 
on such tests. By taking advantage 
of sampling techniques, the auditor 
can take a more objective view of 
accounting quality, calculate the 
risks involved and determine, on a de- 
fensible basis, the size of the sample. 


Until now two sampling tech- 
niques seem to have emerged as seri- 
ous contenders for application in ac- 
counting and auditing. Each has 
advantages and disadvantages, but to- 
gether they may enable the auditor 


to improve the information on which 
he bases his decisions, and for this 
reason both acceptance sampling and 
survey sampling are to be considered 
in this article. 


Acceptance Sampling 

Acceptance sampling had its be- 
ginning in the field of quality con- 
trol in industrial processes. Consider 
for a moment a continuous flow of 
light bulbs from a production line. 
Each bulb is similar to every other 
bulb, but because of personnel or 
machine variances, or both, the pro- 
duct may not measure up to certain 
quality standards. It is uneconomical, 
and probably impossible, to test each 
bulb; yet the producer does not wish 
his product to be delivered to the 
customer if it contains more than a 
reasonable number of defectives. He 
must find some means of sampling 
the production and establishing, with- 
in certain limits, whether a lot is ac- 
ceptable or not. Acceptance sampling 
is one method whereby the producer 
(or the consumer) can determine 
how many items he should examine 
out of a production lot, what quality 
limits he insists on, and also what 
risks he has taken of accepting as 
satisfactory an unacceptable lot, or 
conversely rejecting a satisfactory lot 
which is actually acceptable. 

The similarity of a flow of light 
bulbs to, for instance, a flow of 
vouchers in an accounts payable de- 
partment, or the continuous postings 
in a ledger, was apparent to a num- 
ber of accountants who attempted to 
adopt this method of acceptance 
sampling to accounting and auditing 
problems. With the aid of mathe- 
matical formulae, published accept- 
ance sampling tables and a knowl- 
edge of the basic theory of sampling, 
it became practical to develop sam- 
pling plans which incorporated a 
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minimum inspection feature and 
assessed the quality of a series of ac- 
counting transactions with predeter- 
mined probability risks of making in- 
correct decisions on the strength of 
the sample. 


Acceptance sampling can bring to 
audit work these advantages: the 
need for a precise pre-definition of 
acceptable and unacceptable error 
limits, which in normal audit testing 
is often left to each individual aud- 
itor’s discretion after the event; a 
knowledge of the risks (not generally 
realized under present procedures) 
of making incorrect decisions, which 
are inherent in any test or sample; 
objective selection of data for exam- 
ination, which is uninfluenced by a 
particular auditor’s preferences, in- 
clinations or undefined professional 
criteria; minimum inspection com- 
patible with previously specified qual- 
itv and risks. 


Some of the advantages of accept- 
ance sampling have been mentioned, 
but current literature has revealed 
important limitations. These limita- 
tions have led not a few authors to 
to state that acceptance sampling is 
too inflexible for general application 
to accounting and auditing. One 
limitation often mentioned is that the 
method does not readily provide for 
a distinction between significant and 
insignificant errors or deviations. 
Stratification, the separation of data 
into areas of major and minor import- 
ance, is suggested as a method of 
overcoming this problem, but even 
this may not provide a completely 
satisfactory solution. While this weak- 
ness does not preclude, for instance, 
an opinion being formed on an exam- 
ination of the approvals of suppliers’ 
invoices (an invoice, right or wrong, 
is either properly approved or not), it 
is important in the verification of an 
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inventory where the auditor is more 
interested in the total dollar error 
than the number of individual errors. 


While opinion is divided on the 
general adaptability of acceptance 
sampling, it will be found more gen- 
erally useful in accounting and in- 
ternal auditing areas where the con- 
tinuous flow of accounting data is 
subject to more frequent examination 
as a check on the system of internal 
control and the general reliability of 
the accounting records. It may well 
be that field testing and continued 
study of the subject will eventually 
reveal more opportunities for utilizing 
this technique, and auditors and ac- 
countants should not dismiss accept- 
ance sampling without a fair trial. 


Survey Sampling 

Survey sampling makes use of the 
principles of statistical estimation 
whereby a sample selected at random 
can be used to estimate the total 
value of a population within certain 
specified limits (precision) and with 
predetermined risks of making an in- 
correct decision (reliability). It ap- 
pears to offer what many consider to 
be the most readily adaptable method 
of sampling for accounting and audit- 
ing problems. A simplified example 
may help to explain the terms “pre- 
cision” and “reliability” and enable 
the reader to visualize one method of 
solving an over-simplified problem. 
Consider an inventory of 1,000 items 
which has a total value of $10,000. A 
sample of 100 items is drawn at ran- 
dom and tabulated, from which it is 
found that the simple arithmetic aver- 
age of the sample is $9.50 (total value 
of items sampled, $950.00 = the num- 
ber of items in the sample 100). If 
the sample is a representative one, 
then a reasonable estimate of the total 
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value of the inventory is $9,500. 
(1,000 items x $9.50). 


If this was as far as survey sam- 
pling went, it would be little better 
than any other test procedures, but it 
is from this point that the concepts of 
precision and reliability develop 
which represent the most important 
advantages of sampling. It is import- 
ant to realize that if we were to 
make a large number of random 
selections of 100 items, the total in 
each case would be different, but we 
would notice that the totals tended to 
centre or cluster around a range of 
values. For instance, we might find 
that if 500 separate samples were 
taken, the totals of 450 would be be- 
tween $950.00 and $1,050.00. We 
would then be able to state that there 
was a 90% chance that the true value 
of the 1,000 inventory items lay be- 
tween 9,500 and 10,500 or + 5% of 
the stated value of $10,000. This prop- 
erty of random samples clustering 
about a true value for population 
with a normal distribution is very 
significant because it enables us, by 
determining the simple arithmetic 
average of a sample, to calculate an 
unbiased estimate of the population. 


It is impractical to make a large 
number of random samples in order 
to arrive at a range of sample esti- 
mates similar to these just mentioned. 
In practice the precision of an esti- 
mate is calculated mathematically. It 
is dependent on the variability or dis- 
persion of the individual items in a 
population and is referred to as the 
standard deviation. The greater the 
variability of the individual items, the 
greater is the standard deviation. 
Without going into details on the cal- 
culation of the standard deviation, it 
may be sufficient to note that the esti- 
mate of a population which has a nor- 
mal distribution will be within plus or 


minus three standard deviations 99.7 
times out of 100, or within plus or 
minus two standard deviations 95.4 
times out of 100. 


Referring again to the example of 
100 inventory items, we found that 
the arithmetic average was $9.50. If 
we calculated the standard deviation 
of the population from our sample 
and found that it was $500.00, we 
could state that there was a 99.7% 
chance that the true value of the in- 
ventory is between $8,000 and $11,000 
(1,000 items x $9.50 + 3 standard 
deviations). Whether or not this 
particular precision is too broad for 
the auditor is not important because 
it can be specified in advance what 
tolerance would be acceptable. The 
important fact is that it is possible to 
develop a sample which will satisfy 
the auditor's requirements. 


It is peculiar to all sampling plans 
that reliability increases as precision 
decreases. If we could only increase 
the precision of an estimate at the 
expense of reliability, for a given 
sample size, sampling would not meet 
our requirements, but it is possible 
by simple algebraic formulae to cal- 
culate the size of the sample neces- 
sary to provide the required reliabil- 
ity and precision. Obviously, if the 
risk is to be small and the reliability 
high, a large sample is required, 
but, in any event, all the facts are 
available and it is at this point that 
the auditor’s judgment comes into 
play in the determination of general- 
ly acceptable standards. As a rule of 
thumb, the sample size must be in- 
creased approximately four times to 
provide twice the precision for the 
same level of reliability. 


Random Selection 
The word “random” has been used 
extensively up to this point, and it 
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should be made perfectly clear that if 
we are to rely on any sampling plan 
the data must be selected in such a 
way that each item in the population 
has as much chance of being selected 
as every other item. This important 
requirement of randomness cannot 
be overemphasized. Simple random 
selection can pose certain problems 
in practice, but fortunately in audit- 
ing many of the populations exam- 
ined are numbered. One device 
which is most useful when dealing 
with numbered data is a table of 
random numbers. These tables are 
both simple and flexible and provide 
virtually unlimited possibilities of 
purely random selection in addition 
to preventing even unconscious bias 
on the part of the auditor. Where 
the auditor must deal with unnum- 
bered data, he may adopt systematic 
selection as an alternative to random 
numbers but only if tests for random- 
ness reveal that the population is in 
random order. Systematic selection is 
a method whereby the items are se- 
lected at fixed intervals (say every 
10th item), but before the interval 
can be determined, it is necessary to 
know the approximate number of 
items in the population. The popula- 
tion number divided by the sample 
size gives the selection interval. 


Conclusion 

An attempt has been made to give 
the reader a broad view of statistical 
sampling and to draw attention to 
two of the better known sampling 
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techniques which appear to warrant 
study and practical application. It is 
to be hoped that those who are cas- 
ually aware of statistical sampling 
may be encouraged to consider pos- 
sible applications to accounting and 
auditing, for it is only by field trials 
that the answers to numerous ques- 
tions concerning practicability will be 
resolved. 


There is no doubt that proper test 
checks performed by experienced 
auditors over the years have been suc- 
cessful. They have enabled the aud- 
itor to achieve his objective of ex- 
pressing an opinion based on an 
examination of the minimum amount 
of data which in his opinion is neces- 
sary. Statistical sampling would be 
of little value to the auditor without 
the exercise of the same degree of 
professional skill and judgment, but 
it may enable him to improve his 
existing audit techniques by requiring 
the formulation of generally accept- 
able quality limits and risks. It may 
well be that statistical sampling can- 
not be effectively applied to the 
broad field of auditing but that its 
value lies in certain specific areas. In 
the final analysis this can only be re- 
solved by further research, study and 
practical application. Practising ac- 
countants, with the assistance of 
accounting bodies in Canada, should 
accept the challenge and bring their 
accumulated knowledge and experi- 
ence to bear on the problem so that 
a broader understanding of statistical 
sampling can be achieved. 








Staffing the Organization Structure 


GORDON G. ALLAN 


THE RATE OF GROWTH of business or- 
ganization, accelerated since World 
War II, has multiplied the number of 
managers required to staff expanding 
organization structures. The primary 
effect of this growth has been to re- 
move the chief executive further and 
further from the frontiers of first-line 
management. In addition, the ad- 
vance of technology has resulted in 
the need for more technical knowl- 
edge and skill on the part of those 
who fill the many managerial posi- 
tions created in the last 15 years. The 
chief executive finds himself isolated, 
administratively and technically. 


The central problem of top man- 
agement in such a climate is to en- 
sure that the organization structure is 
continuously staffed with able man- 
agement, which is the most valuable 
resource of any business. Systematic 
methods of recruitment and selection 
assist in the choosing of good men to 
bring into a company. The solution 
to this problem depends primarily, 
however, on a means of appraising 
the performance of existing manage- 
ment and developing a method for 
the discovery, development and as- 
signment of executive personnel. 


Appraisal of Performance 


Appraisal of the performance of in- 
dividuals, whether formal or inform- 


al, objective or subjective, is taking 
place continuously at all levels of in- 
dustrial organization. Much of it, re- 
grettably, is still being performed 
sub-consciously and intuitively with- 
out any attempt to develop a planned 
program of merit rating. Fortunate- 
ly some have recognized the need 
for a more systematic approach to 
the task of appraising an individual's 
performance. As a result, today a 
number of systems are used for this 
purpose. 

Most merit-rating systems have at- 
tempted to measure simultaneously 
the performance of two distinctly dif- 
ferent types of work — operating 
work and management work. As a 
result, the actual effectiveness of a 
person as a manager has often been 
obscured. Management is a separate 
art supported by a body of knowl- 
edge which can be learned, and the 
ability to manage can be transferred 
successfully to all kinds of operating 
and staff activities and from one busi- 
ness to another. Evidence of this fact 
is seen in the growing tendency to ap- 
point successful industrial managers 
to top-level positions in government, 
civic and other non-profit organiza- 
tions in areas which are foreign to 
their previous technical or industrial 
experience. 


The appraisal of management per- 


556 





bo 


ga 


+ wae. 


Qu 


\o 


awn 


“<= 


We D1 Om BJ * 





STAFFING THE ORGANIZATION STRUCTURE 557 


formance must be independent of the 
appraisal of operating and technical 
performance. Successful staffing of 
the organization structure must be- 
gin with an evaluation of the ability 
of the present managers to manage. 
It must measure the individual's abil- 
ity to perform the activities which 
are required to get things done 
through others. 

A technique called management 
performance appraisal has been de- 
veloped for this purpose. It breaks 
down the work of management into 
its components and objectively mea- 
sures performance with respect to 
each part. It can be applied to all 
levels and functions of management 
work. Management performance ap- 
praisal is an audit of management's 
ability to perform each of the seven 
principal activities of management. 
The activities and examples of the 
types of questions which must be 
answered with respect to each activ- 
ity are given below: 


1. Establishing and interpreting ob- 
jectives 
What work does the manager do 
in determining objectives for the 
activities delegated to his sub- 
ordinates? 
What data does he study before 
establishing such objectives? 
Do his subordinates understand 
the objectives and consider them 
difficult but not impossible to 
attain? 


bo 


Establishing and interpreting 
policies 

Does the manager establish and 
publish policies when consistent 
action is required by his subordin- 
ates under stated conditions? 


Are policies revised when re- 
quired? 


4, 


Do his subordinates understand 
the policies? 


Planning 


Does the manager plan the work 
of his organizational unit? 

Are budgets used as a yardstick to 
measure the financial implications 
of future plans? 

Does the manager develop his 
plans in relation to a_predeter- 
mined activity forecast and finan- 
cial target, or is the planning 
simply an extension of past opera- 
tions? 

Does the manager prepare work 
programs in writing and schedule 
the work with proper regard for 
facilities, cost, time, materials and 
people? 

Does the manager instruct his sub- 
ordinates on how the work is to 
be done and are procedures writ- 
ten when required? 

Do subordinates understand the 


programs, procedures and meth- 
ods? 


Organizing 

Has the manager grouped the 
work in his organizational unit in 
a logical way for effective delega- 
tion to individuals? 

Has the manager prepared an or- 
ganization chart and position de- 
scriptions? 

Do subordinates understand their 
position descriptions and agree 
with them? 

Has the manager defined the 
proper relationships between in- 
dividuals in his own unit and 
other units? In this regard, are 
channels of contact readily under- 
stood and as direct as possible? 


Motivating 
Does the manager periodically 
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measure the performance of his 
subordinates in the achievement 
of predetermined objectives and 
standards? 

Does the manager counsel and 
coach each of his subordinates on 
the improvements which are re- 
quired to attain future objectives? 
Has the manager taken an active 
interest in the development of his 
subordinates and prepared de- 
velopment plans and programs 
which will ensure that the work 
of his unit will always be per- 
formed and managed by trained 
and able people? 


6. Coordinating 

Does the manager initiate the 
publication of procedures which 
will provide automatic coordina- 
tion of the work of his unit with 
other units of the organization? 
Does the manager constantly 
assess the effect of his programs 
and decisions on the work of other 
units? 


7. Controlling 
Does the manager establish stand- 
ards of peformance for each ele- 
ment of work delegated to 
subordinates? 
Does the manager base standards 
on reliable data? 
Does the manager record the 
progress of the work performed 
by his subordinates? 
Has the manager provided control 
reports to compare actual per- 
formance against standards and 
budgets? 
Can the manager provide evidence 
of taking prompt and effective 
action to correct non-standard 


performance, or does inadequate 
performance get by? 
The first step in staffing the organ- 


ization structure must be the develop- 
ment and use of a means of apprais- 
ing the ability of its executives to 
manage. Each manager should peri- 
odically appraise his immediate sub- 
ordinates. He should be prepared to 
discuss and justify these appraisals 
with his own superior to ensure that 
subjective judgment is minimized. 


Successful staffing depends on a 
program which will give an accurate 
appraisal of existing management 
performance, aid in the discovery of 
individuals in the organization who 
exhibit particularly strong or weak 
managerial ability, and determine the 
cause for any existing managerial 
problems. A systematic technique for 
rating purposes similar to manage- 
ment performance appraisal will pro- 
vide an inventory of executive talent. 
With such an inventory it is possible 
to plan the scope and content of the 
educational and other programs re- 
quired to develop an adequate num- 
ber of capable*managers for current 
operations and a supply to meet the 
needs of long-range growth and de- 
velopment. 


Management and Development 

The rapid advance in technology 
during the last 20 years has had a 
profound effect on our industrial so- 
ciety. Competitive pressures, intensi- 
fied after World War II, have pro- 
vided the spark toward the division 
of organization structures into units 
so that companies can retain the ad- 
vantages of bigness without losing the 
flexibility inherent in the operations 
of a small, closely knit organization. 
In conjunction with this trend, there 
has been a rapid increase in the de- 
centralization of decision making to 
the lowest level of the organization 
structure which possesses the facts 
required to make the decision. 
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Recently, the advent of integrated 
and electronic data processing has 
improved the communication of in- 
formation to an extent that the trend 
toward decentralization and smaller 
organizational units is being reversed 
or at least retarded. This change 
has caused some to feel that the man- 
ager of the future will not require the 
skills so essential to effective man- 
agement of a decentralized business. 
The electronic machine, they claim, 
will digest the facts from the factory 
and the market-place and provide the 
instructions which should be made to 
correct off-standard performance. The 
future, they believe, will not depend 
on the quantity and quality of man- 
agement which was required by the 
past. In effect, they see the organ- 
ization structures of the future staffed 
with electronic brains and effective 
programs. 


It may be that machines will com- 
pletely replace men in the future. For 
many more years, however, business 
will still need more and better man- 
agers to safeguard the capital en- 
trusted by its predecessors and in- 
crease it to the benefit of those who 
come after. One of the biggest bar- 
riers to the preservation of economic 
and political freedom in the develop- 
ing nations is their lack of a skilled 
managerial class. 


Managers, however, cannot be de- 
veloped. The best that can be done 
is to help those who are determined 
to develop themselves. Effective help 
must be oriented to the specific needs 
of the organization as a whole and to 
the people in it, as defined by the 
management appraisal program. Man- 
agement development is a key respon- 
sibility of every manager. It is poss- 
ible to make effective use of first-hand 
information concerning the specific 
needs of managers at lower levels. 


Every manager can stimulate the self- 
development of his subordinates to 
manage, and provide them with in- 
creasing opportunities which are an 
essential part of continued growth. 
People learn by doing. A person’s 
superior is the only one who can pro- 
vide the work assignments required 
to stimulate growth in the specific 
facets of management which need de- 
velopment. 


Teaching a Subordinate 


What then does every manager 
have to do in order to teach his sub- 
ordinate to manage effectively? First, 
he must delegate not just matters 
which he considers trivial or uninter- 
esting but matters of increasing im- 
portance. He must also set an ex- 
ample of effective planning, coordin- 
ating, motivating and controlling. As 
Peter F. Drucker has stated in “The 
Practice of Management”, no one 
should be appointed to control others 
unless management is willing to have 
his character serve as the model for 
his subordinates. 

Next, the manager must periodical- 
ly measure the performance of each 
subordinate and appraise his potential 
for becoming a future manager and 
the specific treatment that is required 
to develop that potential. Each indi- 
vidual needs different treatment. A 
person or a properly organized com- 
mittee, depending on the size of the 
organization, should be assigned the 
task of classifying the needs of indi- 
viduals. These needs should be in- 
dicated from the periodic appraisals 
made at all levels. Common needs 
can be determined and training pro- 
grams developed to upgrade perform- 
ance. 

Course instruction can be given 
after regular business hours by com- 
pany members who have displayed 
particular skills in specific manage- 
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ment areas. Courses may cover in- 
dustrial engineering, principles of 
management, personnel management 
and communications and a host of 
other subjects. They should, how- 
ever, be designed to meet the specific 
needs of the organization. Outside 
courses at universities and other edu- 
cational institutions are often design- 
ed to suit the specific management 
training required and can be used 
as part of the total program. Such 
training is an essential part of the de- 
velopment of managers to staff the 
organization structure. It must be a 
supplement to the development work, 
which should be done every day by 
all managers at every level. It cannot 
replace it. 


Suggestions for Development 

What can all managers do to de- 
velop potential candidates for man- 
agement? Here are a few suggestions: 

1. Provide “special projects” which 

are in addition to regular work re- 

quirements. 

Appoint certain candidates to spe- 

cial committees to expose them to 

the character of other managers. 

3. Transfer the candidate to other 
departments if he has mastered 
the work in his own (“job rota- 
tion”). 

4. Appoint different candidates to 
“take over” the department during 
the absence of the manager. 

5. Provide the candidate with assign- 
ments of increasing difficulty as 
confidence in him grows. 

6. Encourage the candidate to en- 

gage in public speaking, commun- 

ity activities, professional societies, 
teaching and social occasions. 

Organize classes in management 

subjects after hours. 

8. Keep candidates informed about 


Lo 


~“ 


various worthwhile outside even- 
ing courses and seminars. 


9. Encourage the candidates to main- 
tain a reading program on man- 
agement topics and counsel them 
in the selection of the best articles, 
magazines and books. 


The question that remains is, how 
many individuals should a company 
be training? Lyndall Urwick has 
stated that “you should always have 
in training four times your estimated 
future requirements in managers”. In 
justifying this statement, he drew 
attention to the fact that 25% of those 
you start to train will be dead or 
totally disabled before they are 60 
years old. Furthermore, another 
quarter will fall by the way, and it is 
desirable to have at least two pos- 
sible candidates for every top posi- 
tion. 


The training of those who are not 
promoted will not be wasted. Some 
of them will be lost, and others will 
become better managers at lower 
levels of the organization structure. 
In any event, no business has ever 
gone bankrupt because it had too 
many good managers. 


Early Identification 


There is an inherent need to adopt 
sound methods of recruitment, selec- 
tion and induction at all levels of 
management. The tools that are used 
should identify managerial potential 
in the same way as_ performance 
measurement appraises it. Further- 
more, it is essential that candidates 
for management be identified at the 
start of their careers, approximately 
age 20. Since “you cannot groom 
elderly spinsters for stardom”, it is 
necessary, particularly in a large busi- 
ness, to have a supply of young men 
coming forward who have ample ex- 
perience in various kinds of man- 
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agerial posts. This means that certain 
individuals must be selected and pro- 
moted over the heads of people senior 
to themselves. It is often the case 
that such individuals are not the ob- 
vious or even the best qualified can- 
didates for a particular promotion at 
a particular time. But they need the 
type of experience offered by a pro- 
motion, and the future staffing of the 
organization structure demands that 
they should have such experience 
then and not at some later date. Risks 
must be taken to reap the rewards of 
having the right man available when 
the time comes. 


Managers are human and are sub- 
ject to the same instinct of self-preser- 
vation as all human beings. They be- 
come somewhat loathe to develop 
someone to assume their position 
when there is no evidence that the 
boss is attempting to do the same 
thing with them. Consequently, this 
process must start at the top and con- 
tinue uninterrupted through the chain 
of managerial positions forming the 
organization structure. A single break 
at any level will result in the discon- 
tinuance of development work at 
lower levels, or at least in diminished 
effort and attention to it. 


Summary 
Staffing the organization structure 
requires a program which will pro- 
vide information in three major areas: 
1. Manpower requirements — What 
are the specific needs of the busi- 
ness, now and in the future? How 
many people are needed and what 


qualifications will be demanded 
by the various positions? 


bo 


Manpower resources — What are 
the qualifications and abilities of 
personnel presently available? 
What pool of potential is there 
available for future staff replace- 
ments? 


3. Manpower planning and develop- 
ment — Is there a gap between 
what is required and what is avail- 
able? What steps can be taken to 
bridge the gap through training 
and development of present per- 
sonnel? 


Is recruitment and selection from 
outside sources necessary? Manage- 
ment performance appraisal, or a 
similar technique, must be used to 
provide this information. Without 
adequate information there is no 
sound basis available for determining 
effective methods of recruitment, 
selection, induction and management 
development, the essential parts of an 
integrated program for staffing the 
organization structure. 


No company in the present com- 
petitive economy can afford not to 
have a staffing plan which will ensure 
that there are competent, well-trained 
personnel available to take care of the 
business requirements for manage- 
ment, supervisory and specialist staffs 
and provide to each employee the 
maximum opportunity for  self-de- 
velopment. Although the future may 
bring changes, competent managers 
are still the most important require- 
ment for success in business today. 
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Canada in 





In this article, a leading Canadian 
examines the economic and related 
problems facing Canada in the next 
decade and develops broad objectives 
for the future. The article includes 
an interesting review of the past 20 
years, coupled with a_ searching 
analysis of contemporary issues. 


National soul-searching appears to 
be the order of the day, and not 
only in Canada. Canadians are aware 
that we have been experiencing a 
general business recession, and inso- 
far as these things are cyclical, some 
expect that the economy will in due 
course start moving forward again; 
others wonder whether our national 
economic structure may have gone 
out of joint with internal and external 
needs and circumstances, and whether 
we are in fact geared to move ahead 
again as rapidly as we have done in 
the past. 

To some extent we may expect too 
much of the future against the bright 
glow of the successes of the past. 
These successes were very real and 
should not be underestimated. World 
War II, and its aftermath, provided 
the Canadian economy with a tre- 
mendous impetus to growth. Since 
1938, our gross national product, in 
terms of constant dollars, has just 
about trebled. At the same time our 
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the 1960’s 


population has risen from 11 million 
to nearly 18 million. The difference 
between the rate of rise of GNP and 
that of population is a measure of the 
rise in our living standards. It is well 
known that Canadians enjoy the 
second highest standard of living in 
the world. 


Fundamental Postwar Changes 


The rapid rate of growth of the 
last 20 years brought with it some 
fundamental changes in the economic 
infrastructure. Whereas before the 
war the national economic effort de- 
pended heavily on agriculture and 
primary resource industries, we have 
now developed a substantial base of 
secondary industry which plays a 
very important role in the economy. 
It is perhaps not generally realized 
that one out of every four persons 
employed in this country now works 
in manufacturing — establishments. 
While Canada is still the world’s 
fourth trading nation, and while the 
importance of foreign trade to Can- 
ada should certainly not be minim- 
ized, it should be noted that the total 
value of Canadian exports amounts 
at present to only some 15% of gross 
national product. In 1938 the ratio 
was nearer 30%. Canada is in fact 
now one of the leading manufactur- 
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CANADA IN THE 1960's 


ing nations in the world and is con- 
suming a higher percentage of the 
goods we produce. 

Other important changes have 
taken place over the past 20 years. 
The one which perhaps causes most 
concern to Canadians is the extent to 
which many of our industries, partic- 
ularly in the natural resources field, 
are now owned outright, or very sub- 
stantially, by foreigners. Citizens of 
other countries now own some 48% of 
Canadian manufacturing plants, some 
65% of the petroleum and natural gas 
industry and some 54% of the mining 
and smelting industry. Majority 
ownership by Canadians is largely 
confined to railways, other utilities, 
merchandising and construction. 


Hon. Rosert WinTERs is president of 
The Rio Tinto Mining Company of 
Canada Limited and a director of a 
number of Cana- 
dian companies. He 
entered political life 
in 1945. In 1948 he 
was appointed Min- 
ister of Reconstruc- 
tion and Supply and 
from 1950 to 1953 

held the _ portfolio 
of Minister of Resources and De- 
velopment. He was named Min- 
ister of Public Works in 1953 and 
held this office until June 1957. He 
is chairman of the board of governors 
of York University, Toronto, member 
of the board of regents of Mount AI- 
lison University, New Brunswick and 
member of the Corporation of the 
Massachusetts Institute of Technol- 
ogy. He has received honorary de- 
grees of LL.D., D.Sc., and D.Eng. 
He is a member of the Engineering 
Institute of Canada and the Associa- 
tion of Professional Engineers of On- 
tario. 
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Foreign ownership of so much of 
Canada’s national capital has been 
part of the price which we have paid 
for the spectacular economic growth 
of recent years. Such growth would 
not have been attainable on the basis 
of Canadian capital resources alone. 
At the same time we are continuing 
to pay a price, in terms of interest, 
dividends and capital repayments, for 
the massive injections of foreign cap- 
ital we have received in the past. 
These items are contributing in no 
small measure to the deficits in our 
overall international balance of pay- 
ments, deficits which have grown to 
sizable proportions in recent years. 
As is well known, these deficits have 
been covered only by further in- 
fusions of foreign capital, thus plac- 
ing the nation still further in debt. 
This is termed by some prominent 
commentators on the Canadian scene 
as living beyond our means. 


Situation Today 

Externally, Canada now faces a 
situation which has changed funda- 
mentally in the past few years. We 
emerged from World War II with a 
booming economy and a host of ex- 
panded and brand new industries. 
Large areas of Europe and Asia were 
devastated by war, and much of the 
remaining industrial plant in those 
regions was obsolete or obsolescent. 
It fell to the lot of North America to 
attempt to re-establish these shattered 
economies. The major contribution 
was of course made by the United 
States, under such statesmanlike pro- 
jects as the Marshall Plan, but Can- 
ada also played a significant, though 
more modest, role in the various re- 
covery programs. 


During this period, demand for 
goods and services of all kinds was 
so great that marketing was virtually 
no problem. The only serious limita- 
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tion to the export of goods from 
North America was the world dollar 
shortage, which forced most overseas 
countries to apply exchange controls 
of varying degrees of stringency. The 
boom conditions of the immediate 
post-war years led to further expan- 
sion of Canadian primary producing 
industries and manufacturing plant. 


The essence of the problem was 
production, and general economic ex- 
pansion was marked, or marred, by 
almost continuous price inflation. 
Readily available markets at home 
and abroad encouraged capital invest- 
ment in new enterprises, some of 
which, under the changed conditions 
of today, look much more dubious. 
The suddenly increased demands im- 
posed on western economies by the 
Korean War gave a further impetus 
to inflation, which carried through, 
largely unabated, until about three 
vears ago. 


Great powers of observation are 
not required to note how much condi- 
tions are changed today. The re- 
covery programs in the western world 
have been a resounding success. The 
European and Japanese economies 
have done more than recovered; they 
offer a serious competitive threat to 
North American industry. The dollar 
shortage, at least as far as West 
Europe and Japan are concerned, ap- 
pears to be a thing of the past. In 
fact, it is the dollar itself which is 
now under stress. The severe ex- 
change controls which were establish- 
ed by most of the leading trading na- 
tions have been largely dismantled. 
World trade is now moving more 
freely than it has ever done, with 
less embargoes, tariffs and quotas 
than in any other period of the past. 
Canada, by its vigorous support of 
GATT and general adherence to poli- 
cies of unrestricted multilateral trade, 


can take a good deal of credit for this 
circumstance. 


Towards Common Markets 

North American support for such 
supra-national entities as OEEC, the 
Organization for European Economic 
Cooperation, has also yielded fruitful 
results in the shape of the emergence 
of various trading groups, such as the 
European Common Market, whose six 
member nations are pledged to a pro- 
gressive reduction of internal tariff 
towards the outside world. While any 
nation, such as Canada, which has 
consistently advocated policies de- 
signed to promote freer international 
trade, must accept these European 
moves as inevitable, it is recognized 
that the major beneficiaries of the 
European Common Market will be 
the member nations themselves. 

The initial stages of the plan for a 
Common Market Customs’ Union call 
for the establishment of a common 
external tariff, to be arrived at by tak- 
ing the arithmetic average of existing 
tariffs in member states. This will in- 
volve the lowering of some of the 
higher tariffs and the raising of some 
of the lower ones. The first move to- 
wards this end was made in January 
this year when the Benelux countries 
(which already have a common ex- 
ternal tariff) and West Germany in- 
creased their external tariffs for an 
important list of goods. 

Our trading relations with the uni- 
fied six member nations of the Com- 
mon Market could take on a broader 
aspect when and if they are joined 
by Britain and, possibly, the other 
members of the so-called European 
Free Trade Area as well. In a looser 
form, EFTA has the same goals as the 
Common Market. Its members seem 
to have a strong incentive to reach 
a working accommodation with the 
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“Six”. If these 13 nations were to 
join together in an enlarged European 
Common Market, they would consti- 
tute the largest and most important 
trading bloc the world has ever seen. 
In particular, current developments 
towards greater integration in Europe 
should be related to our natural de- 
sire to achieve greater diversification 
in our pattern of trade. The past 20 
years have seen us growing more and 
more dependent on one single mar- 
ket, namely the United States, to the 
extent that in 1959 over 60% of Can- 
adian exports went to the U.S. 


Unemployment Problem 


In the important field of human re- 
sources, we are still a long way from 
solving the endemic problem of sea- 
sonal unemployment. This winter 
Canada has experienced the highest 
level of unemployment since the war. 
Following the peak immigration year 
of 1957, the arrival of newcomers to 
this country, so necessary in the long 
run for its continued expansion, has 
dwindled to a trickle, and we have 
had the ironical experience of seeing 
advertisements in local German-lan- 
guage newspapers inviting recently 
arrived German immigrants to return 
to their former native land where 
ample job opportunities exist. 


New Approach Needed 

The situation which we face now 
in Canada is considerably different 
from what it was 15, 10 or even five 
years ago, and calls for new ap- 
proaches and much fresh thinking. 
For example, when the current busi- 
ness recession is over the Canadian 
economy can be made to move ahead 
rapidly only if governments and the 
business community show themselves 
capable of adapting themselves to the 
changed circumstances in which Can- 
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ada now has to live and if they adopt 
appropriate policies. 

I say governments and the busi- 
ness community because politicians 
are not magicians, and under a demo- 
cratic, free-enterprise system the 
main role of government is to create a 
favourable climate under which busi- 
nessmen can operate freely and make 
their own decisions. However, the 
creation of the right “climate” is most 
important, and central governments 
have powerful weapons, in the fiscal 
and monetary spheres, to achieve the 
kind of “climate” they think is right. 
Hence it is important that business 
and governments see eye to eye on 
what ails the economy and are in rea- 
sonable agreement on what the solu- 
tions should be. There is a need for 
close mutual understanding between 
businessmen and governments and of 
a greater interchange of people be- 
tween business and politics. The kind 
of economic problems which face 
Canada during the present decade are 
certainly intricate enough to tax the 
best business brains we have. As a 
start, a greater movement of business- 
men into politics, and a greater par- 
ticipation by businessmen in political 
affairs at all levels can only be of 
benefit to the country and, incidental- 
ly, to business itself. 


Continued economic growth is ob- 
ligatory for Canada — although it will 
not take place automatically — and 
the resumption of steady annual in- 
creases in GNP, in real terms, must be 
our main economic target in the 60's. 
Canada needs to grow in all direc- 
tions. There is room and ample na- 
tural resources for a continuous siz- 
able increase in population, which is 
more than can be said for a great 
many nations. Provided GNP rises at 
least as fast as population, we can 
maintain, at the very least, our high 
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living standards and at the same time 
acquire the large population base we 
need to support a greater and more 
efficient manufacturing complex. This 
in turn will make us less dependent 
on imports. A greater population will 
also permit a wider distribution of 
what will probably be a growing taxa- 
tion burden. Popular demand for ex- 
tensive social services and the need 
for improved public services general- 
ly, in the fields of education, trans- 
portation and better urban develop- 
ment, to mention only a few, are so 
great that governments must have 
more tax revenues to pay for these 
things. 


Overcoming Obstacles 


Immediate and near-term obstacles 
in the way of resuming economic ex- 
pansion are serious unemployment 
and chronic deficits in our overall 
balance of payments. The best and 
most obvious way of improving our 
international balance of payments is 
to increase exports. This may require 
greater incentives to those engaged 
in export trade and encouragement to 
others to develop export markets. At 
the same time, it is probably true to 
say that any practically realizable in- 
crease in exports in the near term 
is not likely by itself to eliminate the 
deficit, and some means must be 
found of discouraging both excessive 
imports and over-reliance on the use 
of foreign capital for domestic eco- 
nomic development. Recent moves 
made by the government to encour- 
age greater participation of Canadian 
capital in Canadian development are 
a step in this direction. 


The problem of excessive imports 
is closely linked to the problem of 
secondary industry and also to that of 


domestic unemployment. One way 
to restrict imports, encourage domes- 


tic manufacturing and provide great- 
er employment for Canadians would 
be to erect high tariff barriers. I 
believe this would be fundamentally 
wrong for two reasons. First, for- 
eign trade is a two-way street, and 
excessive tariff protection would al- 
most certainly provoke retaliation 
from our customers abroad. Secondly, 
it can be of no real long-term benefit 
to the economy, even if an immediate 
unemployment problem is _ partly 
solved, to establish a network of high- 
cost industries which are incapable of 
competing on the world market. The 
net effect would be inflationary and 
would only add to our export diffi- 
culties insofar as the whole domestic 
cost structure would tend to rise. 
Moreover, a high tariff policy for this 
country would be in direct opposition 
to all our principles and policies. 


Canada’s Objective 


I have suggested that the primary 
objective for Canada during the 
1960’s must be to achieve a steady 
annual increase of GNP, in real terms. 
We need to continue to grow for 
sound economic reasons, but eco- 
nomic growth alone is not enough. It 
must be matched by at least an 
equivalent improvement in our so- 
cial and cultural standards. Without 
a progressive improvement in our 
educational standards, for example, 
we should be guilty of wasting our 
major national resource — human 
beings. 

Certainly Canada faces in the 
1960’s enough intricate problems to 
require the employment of the best- 
trained minds our country can pro- 
duce. As an eminent Canadian said 
recently, if we are to continue to 
prosper during the 1960's, this will 
have to be the decade of the “Un- 
common Man.” 
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Accounting Research 


INTEREST DurRING CONSTRUCTION 


The C.I.C.A. Committee on Ac- 
counting and Auditing Research was 
recently asked to express an opinion 
on the proper treatment of interest 
during construction in the accounts 
of privately owned utility companies. 
Because privately owned utilities are 
not too common in Canada and this 
question had never been considered 
by the Committee, no opinion could 
be given. 

In the United States where pri- 
vately owned utilities are numerous 
and public regulation has a long 
history, the concept is very common 
and a great deal has been written 
on the subject. The practice is not, 
however, unknown in Canada and is 
becoming more recognized so that a 
review of the situation in which the 
capitalization of interest during con- 
struction is considered appropriate 
may be desirable at this time. 


It should be recognized that to 
some extent the treatment of interest 
during construction is a problem of 
rate regulation rather than of ac- 
counting theory. In other words, al- 
though theoretical arguments can be 
adduced both for and against the 
practice in utilities and other busi- 
nesses, it is the peculiar position of 
the regulated utility which makes the 
capitalization of interest during con- 
struction desirable, and it is the ac- 
counting rules of the regulating body 
which usually determines the method 


followed. To the extent that the 
practice is a problem of public utility 
regulation rather than one of account- 
ing theory, it must be judged and 
evaluated by those standards of 
equity and public interest which are 
relevant in that field rather than by 
the standards appropriate to purely 
accounting concepts. 


Time Value of Money 

The theoretical basis for the capita- 
lization of interest during construc- 
tion is based on recognition of the 
fact that money has a time value and 
that, as a result, the ownership of the 
assets in which funds have been in- 
vested also involves a cost. This cost 
may be measured by the nominal cost 
of raising it, by the cost of raising 
additional capital or by reference 
to the return which could have 
been earned on alternative invest- 
ments. Since ownership of assets 
involves a cost in time, it follows that 
the “real” cost of using productive 
facilities of any kind must include an 
interest factor. 

Conventional accounting, of course, 
ignores the cost of money except to 
the extent that interest is actually 
paid on borrowed funds. No recog- 
nition is given to the cost of equity 
funds, and it is not usual (except oc- 
casionally for management control 
purposes) to allocate even the actual 
interest costs to specific products, op- 
erations or departments. This incon- 
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sistency is defended usually on both 
legal and practical grounds. It is 
pointed out that, legally, equity capi- 
tal has no “cost” and the contributors 
of equity capital are owners entitled 
not to a payment for their capital but 
to a share in what is left after all 
actual costs are met. Even if it is 
admitted that, economically or prac- 
tically, equity has a cost, it can be 
argued that it would be difficult to 
determine what this cost would be 
in any particular case and that in any 
case it would serve no useful purpose 
to record it. It is pointed out that 
the recognition of an imputed interest 
cost for equity capital would not 
change the profit available to share- 
holders nor the cash available for fur- 
ther investment or dividends but 


would merely confuse the presenta- 
tion. 

None of these objections is entirely 
valid, of course, but they have, in 


combination with inertia and tradi- 
tion, been sufficient to prevent the 
general recognition of imputed inter- 
est costs in conventional accounting 
statements. A good deal more could 
be said on this subject, but this would 
be beyond the scope of this article 
which is concerned with the apparent 
exception to the conventional rule in- 
volved in capitalizing interest during 
construction. 


Commercial Enterprise Dilemmas 

In the case of a normal industrial 
or commercial enterprise it seems dif- 
ficult to find any logical reasons for 
capitalizing interest during construc- 
tion when other interest costs or 
revenues are not allocated to opera- 
tions and are not recorded except to 
the extent actually paid or payable. 
It would appear that if the cost of the 
funds tied up in construction in pro- 
gress is a real cost of the construc- 
tion, the cost of funds tied up in com- 
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pleted plant is a real cost of using 
that plant, and there seems to be no 
justification for recording one and not 
the other. 


As a matter of pure theory, this is 
perhaps true. However, when it is 
recognized that in the one case the 
allocation of interest is an allocation 
between capital and expense and in 
the other is at most an allocation be- 
tween inventory and cost of sales, a 
practical justification for the distinc- 
tion becomes apparent. To put it 
another way, the adoption of a policy 
of capitalizing interest during con- 
struction involves treating interest as 
an item of overhead, and a decision 
to capitalize overhead on a capital 
construction project need not involve 
accepting the same solution to the 
more widespread problem of distin- 
guishing between “period” and “pro- 
duct” cost in relation to inventory 
values. 


The acceptance of the practice of 
capitalizing interest during construc- 
tion, however, involves the resolution 
of another dilemma. This is the 
need to choose between the gen- 
erally not accepted practice of record- 
ing an imputed interest cost for 
equity capital and the alternative in- 
consistency of recording the cost of 
borrowed capital while ignoring the 
cost of equity. The inability to re- 
solve this dilemma may account for 
the restriction, in practice, of interest 
capitalization to those cases where 
special financing seems to make it 
clear that the whole project is being 
financed from specific borrowed funds 
or to new companies which would 
otherwise show a loss in the period 
prior to the commencement of opera- 
tions. An equally strong reason for 
the lack of interest in the practice is 
probably the relative unimportance of 
the amounts involved and the result- 
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ant lack of any benefits sufficient to 
warrant the work involved. 


Public Utility Costs 

In the case of the regulated public 
utilities, however, the position is re- 
versed, and the benefits of following 
the policy are more than enough to 
offset any practical difficulties or 
theoretical objections. The practice 
of capitalizing interest during con- 
struction has become prevalent in 
regulating utilities not so much be- 
cause of any differences in the ac- 
counting theories involved as because 
the amounts involved are very ma- 
terial in public utilities and, also, be- 
cause the technique provides a con- 
venient method of resolving one of 
the conflicts between the utilities and 
the public interest. 

It is one of the axioms of utilitv 
regulation that each group or class of 
customers should be charged only 
for the costs of the facilities from 
which it actually benefits. This means 
that the cost of financing new facili- 
ties for a period of construction can- 
not be charged to the users of other 
facilities but must be deferred and in- 
cluded in some way in the charges 
to be made after completion to the 
ultimate beneficiaries of the expendi- 
tures. The capitalization of the in- 
terest cost (including imputed inter- 
est on equity capital) of assets under 
construction is a convenient way of 
doing this. Putting these finance costs 
into the fixed asset accounts ensures 
that the costs of carrying construction 
in progress will be recovered through 
the depreciation charge and that the 
allowable rate of return will be earn- 
ed on these amounts. 

The capitalization of interest dur- 
ing construction seems to be a valid 
and reasonable principle of rate regu- 
lation. The fact of regulation, how- 
ever, does not seem to change the ac- 
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counting principles involved. The 
recognition of interest (including im- 
puted interest on equity capital) as a 
cost seems to be theoretically defen- 
sible and, perhaps, even desirable 
from an accounting point of view, but 
this is as true in the case of an un- 
regulated enterprise as it is in the 
case of a regulated utility. On the 
other hand, the partial recognition of 
this cost seems no more logically de- 
fensible just because the enterprise 
is regulated. The accounting prob- 
lem is much the same whether the 
enterprise is regulated or unregulat- 
ed, but the specific problem of inter- 
est during construction must be rec- 
ognized as only one aspect of the 
broader problem of imputed interest 
in general. This is a problem which 
has not received very much consid- 
eration in the past, and its final reso- 
lution will require a_ substantially 
greater amount of consideration than 
it has received to date. 


2 2 @ 


AUDITOR’S RESPONSIBILITIES AND 
FUNCTIONS 


A New American Opinion 


Last fall, the Committee on Audit- 
ing Procedures of the American In- 
stitute of Certified Public Account- 
ants issued its Statement on Auditing 
Procedure No. 80. This statement 
deals with the “Responsibilities and 
Functions of the Independent Auditor 
in the Examination of Financial State- 
ments” and replaces the section of 
the committee’s 1951 Codification of 
Statements on Auditing Procedure 
dealing with the same subject. The 
text of the new statement is repro- 
duced in The Journal of Accountancy 
for January, 1961. 


The purpose of the new statement 
is said to be the clarification of the 
Institute’s earlier statement on this 
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subject with special reference to sit- 
uations where fraud has been discov- 
ered or is suspected. 

Although the major portion of the 
statement dealing with the general 
responsibilities and functions of the 
independent auditor in normal situa- 
tions has not been greatly changed 
in content, it has been completely 
rewritten and, to some extent, clari- 
fied. As rewritten, it now represents 
a concise and effective definition of 
the auditor’s responsibilities as recog- 
nized in the United States. These 
views which are, of course, essen- 
tially the same as those of Canadian 
practitioners, may be summarized, 
roughly, as follows: 


1. The objective of the ordinary ex- 
amination of financial statements 
is the expression of an opinion by 
the auditor on the fairness of their 
presentation and whether or not 
this presentation has been made in 
accordance with generally accept- 
ed principles of accounting con- 
sistently applied. 

The financial statements are the 

representations of management 

which has the primary responsi- 
bility for the proper recording of 
transactions, for the safeguarding 
of assets and for the adequacy and 
accuracy of the financial state- 
ments. Accordingly, the inde- 
pendent auditor’s responsibility is 

confined to the expression of a 

professional opinion on the state- 

ments even though they may re- 
flect the influence of his advice to 
management. 

3. The auditor must exercise his in- 
formed judgment as a qualified 
professional person in determin- 
ing which procedures are neces- 
sary in the circumstances to afford 
a reasonable basis for his opinion. 

4, The auditor’s professional qualifi- 


Lo 


cations are those required to prac- 
tice as such and do not include, 
for example, those appropriate to 
an appraiser, valuer, or expert in 
materials nor those required for 
the practice of law. In matters 
beyond his professional capacity 
he is entitled to rely on the ad- 
vice of experts. 


Fraud and Misrepresentation 


It is in the last half of the state- 
ment dealing with the special prob- 
Jems of fraud and misrepresentation 
that the greatest changes have been 
made. The basic premise — that the 
ordinary audit examination is not de- 
signed and cannot be relied on to 
disclose irregularities — remains the 
same, but it now takes a whole para- 
graph to discuss and clarify this con- 
cept. It is now pointed out that in 
every examination the auditor is 
aware that fraud may exist and that 
financial statements may be misstated 
as a result of defalcations and similar 
irregularities, deliberate misrepresen- 
tation by management, or both. As 
a result of this knowledge he is also 
aware of the possibility that such 
fraud, if sufficiently material, may af- 
fect his opinion on the fairness of 
presentation of the financial state- 
ments. 

It is made clear, however, that de- 
spite such awareness of the possibility 
of fraud, the ordinary examination is 
designed to provide the grounds for 
the expression of an opinion rather 
than to disclose defalcations and that 
it, therefore, cannot be relied on to 
disclose them. While suggesting that 
the discovery of deliberate misrepre- 
sentations by management is more 
closely associated with the objective 
of the ordinary examination, the new 
statement makes it clear that the nor- 
mal audit cannot be relied on to as- 
sure the discovery of this type of 
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fraud either. It is also pointed out 
that the legal responsibility of the 
independent auditor for failure to de- 
tect fraud only arises in any case 
where it results from failure to com- 
ply with generally accepted auditing 
standards. 

In the 1951 Codification it was 
stated that an extension of audit pro- 
cedures in an attempt to discover 
fraud and other irregularities would 
be prohibitively expensive and that 
the maintenance of an adequate ac- 
counting and internal control system 
and provision of surety bond coverage 
provided protection more cheaply. 
The revised statement goes further 
than this in paragraph six and points 
out that even with an uneconomical 
extension of his work, an auditor 
could not give assurance that all types 
of fraud had been detected or that 
none existed, with the result that good 
internal control and fidelity bonds 
provide, not only more economical, 
but also more effective, protection. 
The reference to fidelity bonds 
(“surety bonds” in the 1951 Codifica- 
tion) is now expanded by a footnote 
to the effect that these provide pro- 
tection through their deterrent effect 
on employees as well as by indemni- 
fication for losses. 


Suspicious Circumstances 

The seventh paragraph of the new 
statement extends considerably the 
original rather vague provision that 
when “circumstances are such as to 
arouse his suspicion . . . [the auditor] 
must extend his procedures to deter- 
mine whether or not such suspicions 
are justified”. The author’s duties 
when his suspicions become aroused 
are now spelled out in considerable 
detail. It is now provided that when 
he finds specific circumstances sug- 
gesting that fraud may have occurred, 
he should decide whether or not it 
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would be of such magnitude as to af- 
fect his opinion on the financial state- 
ments. If it could be so material as 
to affect his opinion, as might be the 
case with “lapping” of accounts re- 
ceivable collections or misstatements 
of inventory, he should reach an un- 
derstanding with the client's represen- 
tatives as to whether the necessary 
investigation should be conducted by 
the auditor, or by the client’s staff 
subject to the auditor's review. In 
other cases, where it is unlikely that 
the fraud could be so material as to 
affect his opinion (such as pecula- 
tions from a small imprest fund, for 
example), he should refer the matters 
to the client with recommendations 
that it be pursued to a conclusion. 


The final paragraph reiterates the 
proposition that subsequent discovery 
of a fraud does not indicate negli- 
gence on the part of an auditor. It is 
stated that an auditor is not an in- 
surer or guarantor and that he has dis- 
charged all of the obligations implicit 
in his undertaking if he has exercised 
due professional care and has carried 
out his examination in accordance 
with generally accepted auditing 
standards. 


Canadian Position 

Although there is no officially 
stated Canadian position on the re- 
sponsibilities of the auditor, there is 
a “generally accepted” understanding 
of them which is not far removed 
from the American position as stated 
in the 1951 Codification. As in the 
earlier position, the exact responsi- 
bilities of the auditor in cases where 
fraud is suspected have been rather 
vague or at least somewhat imprac- 
tical. We have the opinions of dis- 
tinguished English jurists to the effect 
that the “auditor is a watchdog, not a 
bloodhound” who is not primarily 
concerned with fraud. On the other 
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hand, we also have judicial authority 
for adopting a terrier-like approach 
when fraud is suspected and we are 
to “probe it to the bottom”. In prac- 
tice, problems have arisen here, as 
they have in the United States, as to 
the extent to which such further in- 
vestigations must be carried and as to 
the responsibility for the cost of the 
extra activities. The new American 
statement seems to be trying to re- 
solve these difficulties by distinguish- 
ing between those which are material 
to the auditor’s opinion and those 
which are not. 


This is a useful approach, from a 
practical point of view, since it makes 
explicit the general understanding 
that the auditor is not concerned with 
petty defalcations. With regard to 
the more material defalcations, how- 
ever, the American viewpoint may be 
less appropriate in Canada. The aud- 
itor should, no doubt, consult with 
“the proper representatives of the 
client” as to the steps to be taken, 
but the fact that the Canadian aud- 
itor’s clients are the shareholders 
rather than the management may 


make this more difficult to do, es- 
pecially in cases where the manage- 
ment appears to be involved in the 
defalcation or misrepresentation. In 
such cases it can be argued that the 
Canadian auditor’s duty is to “probe 
it to the bottom” whether or not man- 
agement representatives agree to co- 
operate and even if they actively op- 
pose his investigation. In this respect, 
the Canadian statutory auditor, as the 
shareholders’ representative, has a 
greater obligation in cases of material 
fraud than his American counterpart. 
Fortunately, he also has greater au- 
thority as his power under the Com- 
panies Act is sufficient to enable him 
to carry out his investigations regard- 
less of the attitudes of management 
or the directors. To this extent the 
new American statement may not be 
entirely applicable to Canadian con- 
ditions. However, by presenting a 
practical approach to the problem of 


fraud and spelling out the possible al- 
ternatives available to the auditor, it 
does provide a useful starting point 
for further Canadian consideration of 
the problem. 
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EstTaTE PLANNING 


Some 18 years ago Col. L. F. Ur- 
wick, the management consultant, ob- 
served in one of his books that the 
word “planning” was in serious dan- 
ger of becoming a “blessed” (magic) 
word. His misgivings were not with- 
out substance, and then, as now, some 
of the people who talk about “eco- 
nomic planning”, a “planned society” 
and so forth create the impression 
that they could not “ ... make the 
arrangements for a school treat with- 
out muddling up the buns and the 
tennis balls”. It may be that the legal 
profession sometimes has cause for 
similar misgivings on the matter of 
estate planning. 

Of late there has been a great deal 
of talk about estate planning. It is 
not, of course, a new subject. It has 
been a function of the legal profes- 
sion for centuries. However, in recent 
years, persons other than lawyers have 
come to realize that they have knowl- 
edge and talents which are useful in 
planning estates. This is so, but from 
time to time persons outside the legal 
profession may need to be reminded 
that in their enthusiasm to render 
service it is inadvisable for them to 
appropriate to themselves functions 
which they are ill-qualified to per- 
form. The admonition that a little 
knowledge of the law is dangerous 
has become commonplace, after all, 
for the very good reason that there 
have been so many appropriate oc- 
casions for its utterance. 
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Financial security for a person's 
family, the preservation of family 
wealth and the like have motivated 
estate planning down the ages. Al- 
though the objectives of estate plans 
may change very little from one gen- 
eration to the next, conditions seldom 
remain static for long periods and 
the methods to achieve given ob- 
jectives necessarily vary. Twentieth- 
century tax policies, for example, 
hinder both the acquisition and dis- 
position of estates by taxing income, 
gifts and estates. Nevertheless tax 
avoidance per se is seldom an ob- 
jective in planning an estate. Taxes, 
if you will, are obstacles to planning 
an estate. If it is known what a per- 
son has in mind when planning his 
estate and there is a choice of ways to 
achieve his objective, obviously the 
alternative which costs the least in 
taxes has much to recommend it. 


Although tax avoidance may not 
be the be-all and end-all of estate 
planning (and persons engaged in 
this pursuit should recognize their 
limitations), the fact remains that a 
very large number of people, includ- 
ing astute businessmen, neglect their 
personal affairs. As evidence of this 
there are the wills which are seldom 
reviewed, the people who die without 
wills, the destitute widows, the buy- 
sell agreements which are not funded, 
and the forced sales of businesses to 
raise funds to pay death duties. 


At one time or another practically 
everyone hears of unfortunate situa- 
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tions that could have been averted by 
estate planning, and yet the lesson is 
ignored. All too often otherwise re- 
sponsible citizens excuse their inertia 
with such rationalizations as the pres- 
sure of business or the necessity to 
wait until their ideas are more 
definite. There are people, of course, 
who fail to realize that their existing 
plans are inadequate or could be im- 
proved. Regardless of why an estate 
may be drifting either aimlessly or off 
course, suggestions from an outsider 
are often what is needed if the situa- 
tion is to be rectified. It is also ap- 
parent that if the prospect of tax 
savings exists, it may as well be men- 
tioned since more often than not it 
awakens an individual's interest in 
his personal affairs very effectively. 
The practising chartered account- 
ant frequently has information which 
indicates that his clients have neg- 
lected to plan their estates or that 
they have not made adequate plans. 
The most common situation is that 
which involves a closely held com- 
pany. Often the principal share- 
holder, through hard work and per- 
sonal sacrifice, builds up a successful 
business but neglects to plan for what 
will happen on his demise. It may 
be his intention that the company will 
remain in the family after his death 
to provide income and employment 
for his heirs. However, he has no as- 
surance that this intention will be 
realized unless he plans his affairs ac- 
cordingly. A brief examination is 
often sufficient to establish that if the 
shareholder were to die, there would 
not be enough funds to pay death 
duties and, in some cases, no one to 
whom to entrust the management of 
the company without serious misgiv- 
ings. The company’s auditor, more so 
than anyone else perhaps, is in a posi- 
tion to detect the problems of this 
sort and, depending on his experience 











and knowledge, may be able to con- 
tribute to their solution. The very 
least he can do is to raise such prob- 
lems for discussion if he has reason 
to believe they exist. His most ob- 
vious clues to problems of this nature 
are in the financial statements of the 
company and his knowledge of its 
affairs and those of the principal 
shareholder. 

Another similar situation often oc- 
curs where there are two shareholders 
who control a private company. Often 
the shareholders have an agreement 
which provides that on the death of 
one of them, the survivor is to buy the 
shares of the deceased. It is not un- 
usual to find either that the parties to 
the agreement do not have the re- 
sources to fulfil its terms or that the 
survivor would seriously deplete his 
own estate of liquid assets if the 
agreement was carried out. 


Because chartered accountants are 
often in a position to obtain a broad 
view of their clients’ affairs and be- 
cause of the nature of the services 
which they ordinarily perform, it 
would seem logical that they should 
take an active interest in estate plan- 
ning. How prominent a note they 
may play in this field remains to be 
seen. Certainly they are in a position 
to render a valuable service by stimu- 
lating the interests of their clients in 
estate planning. 


Preliminary Information 


Before even a tentative estate plan 
may be drafted, there are facts to be 
obtained and objectives to be deter- 
mined. Often the objectives emerge 
as the facts and surrounding circum- 
stances of the estate are elicited. 


The type of information required 
for estate planning ranges from the 
mundane which is readily disclosed, 
to very personal information that is 
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only revealed if the client has con- 
fidence in his adviser. As a starting 
point the client’s date of birth, place 
of birth and citizenship may be ob- 
tained and inquiries made as to 
whether he spends much time away 
from his present address or maintains 
residences in different places. The 
purpose of this type of information 
is to distinguish between his place of 
residence and his domicile. If he is 
married, information as to whether he 
has a marriage contract and his place 
of domicile at time of marriage will 
be required to determine if he is 
common or separate as to property. 
Other general information includes 
the spouse’s name, address, date and 
place of birth and the relationship 
and age of children, dependants and 
other beneficiaries. 


Information on the client’s assets 
and liabilities is required in very 
much more detail than seems to be 
generally appreciated. A list of all 
assets and liabilities and their location 
is not sufficient. For example, it is 
important to have complete details of 
life insurance policies and to know if 
the client has a general power of ap- 
pointment over any property, whether 
he holds property jointly, whether he 
has made gifts within five years and 
such other information as might be 
pertinent to the computation of the 
net aggregate value of his estate, or 
to effect its devolution. Information 
required on liabilities would include 
details of guarantees and endorse- 
ments. The significance of this and 
other information will be reviewed in 
a later issue. 


In addition to the foregoing in- 
formation, details of present and 
future income from all sources are re- 
quired. This would include annui- 
ties, pension payments, income from 
trusts and so forth. It is also essen- 
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tial to obtain such documents as 
copies of the client’s will, the will of 
his spouse, most recent income tax 
returns, marriage contract, deeds of 
gift, trust deeds, wills or trusts under 
which benefits may be obtained, life 
insurance policies, annuity contracts, 
pension plans and the financial state- 
ments of private companies in which 
the client has a substantial interest. 


Although the foregoing remarks are 
not intended as a check list of the 
financial and other data required to 
plan an estate, they indicate that an 
estate plan often involves dredging 
up a very considerable amount of de- 
tailed information. As explanations 
are offered to the client as to why 
certain of this information is required, 
he may acquire a better understand- 
ing of what estate planning entails 
and recognize the necessity to reveal 
family problems, if they exist, and his 
intention concerning the disposition 
of his estate. 


THE LAW 


Treasury Bills 

Bill C-73, an act to amend the In- 
come Tax Act, received Royal Assent 
on March 29, 1961. The only change 
from what was reported previously 
concerns treasury bills. New subsec- 
tion (3a) to section 108 of the Act 
provides that where a person resident 
in Canada has sold a treasury bill is- 
sued by Her Majesty in right of Can- 
ada or a province, to a non-resident 
person after March 16, 1961, 15% of 
a portion of the discount must be de- 
ducted and remitted to the Receiver 
General of Canada. The amount upon 
which the 15% tax is exigible is the 
portion of the total discount that the 
number of days remaining before 
maturity is of the whole period for 
which the bill was issued. For ex- 
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ample, if a 180-day treasury bill is 
issued for $100,000 on January 1 to a 
resident of Canada for $98,000 and is 
sold on February 1 to a non-resident 
for $98,300, the non-resident becomes 
liable for tax at that time for 15% of 
$2,000 multiplied by 149/180 or 
$23.17. 

If the non-resident subsequently 
sells the bill back to a resident of 
Canada, the non-resident can reclaim 
that portion of the tax paid that the 
number of days remaining before ma- 
turity at the time of resale is of the 
number of such days remaining at 
the time of purchase. 


Double Depreciation 

Income Tax Regulations have now 
been issued to cover the special cap- 
ital cost allowance announced in the 
baby budget of December 20, 1960. 
The special allowance will be granted 


on assets acquired after December 31, 
1960, which are used solely or chiefly 
for producing a “new product”. A 
“new product” is defined as a product 
of a type not ordinarily produced in 
Canada as determined by the Min- 
ister. However, where the product is 
ineligible under this heading, the 
company may apply for the allowance 
if the plan is located in a surplus 
manpower area where the company’s 
type of product is not produced. 
These areas and localities will be 
designated by the Governor in Coun- 
cil following application by the mun- 
icipal authorities concerned to the 
Department of Labour. 

It is important to note that where 
two or more companies plan to make 
the same type of product, only those 
making application within six months 
of the first such application will be 
eligible for the special allowance. 
Since the Department will not give 
notice of any previous applications or 


the dates on which eligibility may be 
expiring because of a previous ap- 
plication, companies should not delay 
their applications. 

The special allowance is additional 
to the normal capital cost allowance 
and is equal to the maximum capital 
cost allowance in the year the asset is 
acquired. No special allowance can 
be claimed where the normal rate ex- 
ceeds 30%. A company may apply the 
full amount of the allowance in the 
taxation year of acquisition or in one 
of the following two years, or the 
special allowance can be divided and 
apportioned in any amounts over the 
three years. In effect the special 
allowance provides accelerated de- 
preciation since, when applied, it re- 
duces the normal allowance in follow- 
ing years and never permits a write- 
off in excess of 100% of the original 
cost of the asset. 

Enquiries and applications should 
be directed to the Depreciation Cer- 
tification Branch, Department of 
Trade and Commerce, Ottawa. 


Ontario Corporations Tax Act 
In order to bring the Corporations 

Tax Act into closer relationship with 

the corresponding provisions of the 

federal Income Tax Act, amendments 
have been effected concerning: 

Income from a source. 

Election respecting incorrect valu- 
ation of inventory. 

Halite or sylvite drilling and explora- 
tion expenses. 

Rules applicable to amalgamations 
(capital cost of depreciable prop- 
erty, reserves, debts of predecessor 
corporations ). 

Depreciation on transferred proper- 
ty, misclassified property and prop- 
erty of a bankrupt corporation. 

Treatment of proceeds of disposition 
received by a trustee in baakruptcy. 
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TAX REVIEW 


Section 75(3) has been repealed. 
This section provided that 3% of the 
tax payable was to be charged on cor- 
porations deferring instalment pay- 
ments of tax until after the year end 
in the unrequited expectation that the 
tax payable would be less than $81. 


The 11% abatement allowed by On- 
tario under section 4(36) in respect 
of taxable income earned in Quebec 
had to be adjusted by 10% of the 
difference between the percentage of 
taxable income earned in Quebec 
under Quebec rules and the percent- 
age earned in Quebec under Ontario 
rules. This adjustment has now been 
increased to 11% applicable in respect 
of fiscal years ending in 1961 and sub- 
sequently. Where the fiscal year end- 
ing in 1961 does not coincide with 
the calendar year, the 10% rate must 
be applied to the number of days in 
1960, and the 11% rate to the number 
of days in 1961. As the Province of 
Quebec has now adopted allocation 
rules substantially the same as those 
used by Ontario, the foregoing Que- 
bec adjustment will probably not be 
a major factor any longer. 


Quebec — Capital Cost Allowance 
Regulations have been issued by 
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the Province of Quebec which will re- 
quire every company whose financial 
year commences on January 1, 1961 
or subsequently to claim on_ its 
Quebec returns the same amount of 
capital cost allowance as is claimed 
on the federal return. The difference 
between the federal undepreciated 
capital cost and the Quebec undepre- 
ciated capital cost at the end of the 
financial year commencing in 1960 
will be subject to amortization on a 
basis to be prescribed. The amortiza- 
tion of this amount will be delayed 
for one year inasmuch as it will be 
allowed for financial years commenc- 
ing on January 1, 1962 and subse- 
quently. 


Erratum 


In the April 1961 issue, it was stated 
after the example concerning the tax credit 
system that “prices could possibly be 
lowered by at least 15% under the system 
here advocated”. The fact is that it is 
profits, not selling prices, which could be 
reduced by 15%. In 1958, Canadian cor- 
porations showed total sales of $51,677 
million on which they earned profits of 
$2,495 million before income taxes. A re- 
duction of this profit by 15% would permit 
a decrease in selling prices of less than 1%, 
not the 15% originally reported. 





BY PETER C. BRIANT, PH.D., C.A. 


Associate Professor, McGill University, Montreal 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 


“AssETs — LIABILITIES — BALANCE” by 
Irving Rosen. Executive, March 1961. 


The article is a polemic against the 
inadequacies of financial disclosures 
by Canadian public companies. The 
law does not require the publication 
of more information, so that Canada 
in this respect lags far behind the 
United States where financial state- 
ments are more detailed, more fre- 
quent, and reveal the accounting 
principles upon which they are based. 


According to the Canadian Insti- 
tute of Chartered Accountants, less 
than 10% of Canadian public com- 
panies reveal sufficient information. 
In 1959, out of 300 companies sur- 
veyed, only 85 revealed total sales, 
and only 20 the cost of goods sold. 
Yet United States experience, es- 
pecially in oil companies, indicates 
that such information made public is 
not harmful. In the United States, 
furthermore, revenue and _profitabil- 
ity by major lines of product, and 
costs of research, development and 
advertising are also reported. 


Fewer than 15% of the companies on 
the Montreal and Toronto Stock Ex- 
changes publish interim reports, 
whereas this is done by 99% of the 
companies on the New York Stock 
Exchange. A yearly report means that 
information is from two to 16 months 


old, yet more frequent reports could 
be concise, and need not be costly. 


Accounting principles, also, should 
be explained. A. J. Bows in the NAA 
Bulletin shows how a conservative 
company may compute its costs 20% 
higher than a less cautious compet- 
itor. This may lead to an appearance 
of profits per share three times 
greater, in the case of the latter, and 
by the time this figure is multiplied 
10 to 20 times for the value of the 
stock, the difference in the prices of 
the two otherwise exactly equal 
stocks is substantial. 

This information is beneficial to all 
potential investors but is particularly 
vital to financial analysts, corporate 
investors and brokerage houses who 
advise on investment. Finally, there 
should be a standard for comparing 
financial results. Expenses, for ex- 
ample, including depreciation, should 
be on a current dollar basis. 


FINANCE 

“Dow-Jones InpustRIALS — A_ RE- 
APPRAISAL’ by Nicholas Molodovsky. 
The Financial Analysts Journal. 
March-April 1961. 

The article is dated February 1, 
1961, and reference is made to the 30 
Dow-Jones Industrial Average stocks 
which were evaluated on June 1, 
1960. Four were judged to have been 
fairly priced by the market, 11 under- 
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priced, and 15 overpriced. During the 
year, prices of stocks in the latter 
group fell partly as a result of the 
general decline in the DJIA, but in 
spite of this downward trend, those 
which were underpriced rose during 
the same period. 

However, a constant watch over 
earnings and their projections is 
necessary, says Mr. Molodovsky. Mis- 
takes may cover a whole industry. 
In the steel industry, for example, 
early 1960 per share earnings esti- 
mates of 10 selected companies were 
from 33% to 67% higher than late 1960 
estimates. The errors were due to 
the optimistic view of steel’s growth 
prospects as represented by earnings 
per share, also to the fact that non- 
wage cost rises were not considered. 
Mistakes may also be made with re- 
spect to one company, as in the case 
of Polaroid where, contrary to earlier 
expectations, 1960 per share earnings 
may be below those of 1959. A re- 
valuation will then be necessary. 


A reappraisal of the 30 DJIA stocks 
is presented, on the assumption made 
in the writers pamphlet “Green 
Light”, October 15, 1960, that stock 
prices were then forming a bottom. 
The method is based on “present 
worth”. Considerations of price are 
completely eliminated. No estimate 
of a sales price based on an arbitrary 
price-earnings ratio is required, and 
the rate for discounting future pay- 
ments is independent of historical or 
assumed yields. A table is presented 
to show per share earnings and values 
in 1960 and 1961. The closing prices 
on January 2, 1961, indicate that most 
issues are overpriced. However, out- 
side the “blue chips”, many stocks are 
underpriced, and in the longer run, a 
return to values may be expected. 


Methods exist to locate the reversal 
areas of cyclical trends of stock prices. 
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These signs must be watched, and in- 
vestors are advised to increase the 
proportion of realistically valued 
stocks. 


ECONOMICS 

“THe New LIBERALISM VS. THE FREE- 
poM TO CHOoosE”, by Warren W. 
Shearer, Bell Telephone Magazine. 
Winter 1960-1961. 


The writer reviews some of the 
basic tenets of the “new liberalism”, 
partly as these are presented by John 
K. Galbraith in “The Affluent Society”. 
He recognizes a threat to a free 
democratic society and warns that 
the freedom to choose, in this case 
to choose what we purchase, is “a 
value that cannot be held too dearly”. 
His conclusion appears to be that the 
needs of the public sector can still be 
met within the present framework of 
central and local government. 


The “new liberalism” argues that 
more public spending, particularly 
for schools and other services, will 
correct the present social imbalance, 
and stabilize the economy. It further 
implies that this should be achieved 
at the national rather than the state 
or local level, since the amounts of 
money required are more readily 
available to the federal government. 


The writer presents a three-fold ob- 
jection to the “new liberal” philoso- 
phy. First, the federal framework of 
government may be distorted. Also, 
the impact of federal taxation would 
result in 40% heavier taxes than if the 
financial cost of local needs were met 
at home. In any case, since local 
needs are better assessed locally, the 
responsibility for meeting them 
should also be local. Secondly, the 
immediate result of diverting produc- 
tion to the public sectors would be to 
lower employment where it is already 
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lowest, as in steels or automobiles, 
and to increase employment where 
unemployment is now least, as in con- 
struction. Further, the rate of growth 
is proportional to the increase in new 
capital equipment, and if the earnings 
which support this are reduced, 
growth will be retarded. 


Thirdly, every act of coercion lim- 
its our freedom. This power to coerce 
will increase as the proportion of out- 
put subject to political decisions is in- 
creased. 


SYSTEMS 

“MEMO . . . CLERICAL PERFORMANCE 
Can Be Measurep” by G. B. Bailey. 
Industrial Canada. March 1961. 


Work measurement techniques that 
are reliable in measuring manual 
work in factories can also measure 
clerical operations. Among the most 
important of these techniques are the 
predetermined motion time studies, 
whose advantages are briefly re- 
viewed. 

First, they provide times for all 
manual motions. Secondly, by add- 
ing the times of different motions 
they make possible the timing of a 
job. Thirdly, clerical work is such 
that clerical standard data for the op- 
eration of machines such as _ type- 
writers may be prepared. This is pos- 
sible since the same movements are 
involved wherever the machine might 
be, but alternative methods may also 
be tested. The time standard is set 
by multiplying the time required for 
each separate job, by the frequency 
with which the job occurs. Adjust- 
ments are always possible. 

With the CSD, systems analysts can 
work out alternative systems and pro- 
cedures. A comparison, for example, 
has often to be made between a man- 
ual procedure and an automatic or 





semi-automatic procedure. The intro- 
duction of carefully set standards to 
an existing system will often bring im- 
provement in output and a cost re- 
duction of 20% or more. Changes or 
modifications in this system may al- 
most double the cost reduction figure. 
The new system is then compared 


with the old. 


The basic motions time study sys- 
tem can also show the different per- 
formances of different equipment 
under various conditions. In a table, 
the author shows the time taken 
by a 10-key machine and a comp- 
tometer to add a column of 20 5-digit 
numbers, under three different condi- 
tions. A second table shows the time 
taken by the 10-key machine when 
operated in three different ways. 


Eventually, the estimate is made of 
how many machines a company will 
need. But since these systems may be 
applied to measuring the effectiveness 
of single units of equipment, as well 
as of different jobs, they are useful in 
offices of any size. 


BOOK REVIEWS 


“How to be a Successful Retailer in 
Canada” by Harold Shaffer; pub- 
lished by McGraw-Hill Co. of Can- 
ada Ltd.; 392 pages; $8.50 


This is a particularly valuable book 
for any person operating a retail 
store. The managers of small and 
medium-sized stores can learn much 
themselves from it, and the highly 
trained executives of the large outlets, 
as well as keeping it handy as a 
reference, can use it for the training 
of their staffs. Public accountants will 
find it worthwhile recommending to 
retail clients who are weak in train- 
ing, experience, ideas or practicality. 
It is particularly appropriate as a text- 
book for students. 
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The 25 chapters of the book are 
very comprehensive, covering every 
phase of retailing and including such 
matters as ordering, buying, merchan- 
dise control, improving turnover, the 
retail inventory method, merchandise 
records and systems, advertising, sell- 
ing methods, credit granting, inven- 
torying, budgeting, developing effi- 
cient staff, effective use of space, in- 
suring and many others. These sub- 
jects are approached from various 
practical angles and are primarily 
with the Canadian slant. The book 
abounds in diagrams, pictures, forms, 
charts and useful statistics which 
clearly exemplify the written text. A 
topical index at the rear provides a 
ready reference. The only regret is 
that time and space did not permit 
the author to go more deeply into 
many of the aspects on which he has 
generalized. 


Retailing is treated as a science and 
an art with the result that imagina- 
tion and broader visions are inspired. 
All established storekeepers who read 
the book will find that it encourages 
them to improve their techniques and 
points out avenues of improvement 
that they have not adequately ex- 
plored. 


The reader is sure to be impressed 
with the author’s breadth of knowl- 
edge and his enthusiasm for his sub- 
ject. One cannot help but feel that 
any intelligent businessman, given 
adequate working capital and a good 
store location, would be almost cer- 
tain to succeed as a retailer if he 
followed the appropriate precepts and 
methods described in this volume. 
Moreover, he would have the great 
satisfaction of having employed the 
most scientific and up-to-the-minute 
methods of conducting his business so 
that he gave the maximum in service 
to the public and in welfare to his 
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employees. Needless to say, the re- 

tailer would ensure his own financial 
success in the process. 

C. K. MacGrirvraay, F.C.A. 

Hamilton, Ontario 


“Facts from Figures” by M. J. Mor- 
oney; published by Penguin Books 
Ltd., available in Canada from Long- 
mans, Green & Co., 472 pages; $1.00 


This clearly written book covers all 
essential elements of statistical theory. 
It is simply written, but credits the 
reader both with intelligence and 
with the desire to learn. It assumes 
neither previous knowledge of the 
subject nor more than high school 
acquaintanceship with pure mathe- 
matics. The theory is developed in 
rational order from the basic concepts 
of probability. Symbols are well de- 
fined, and formulae are developed 
where elementary methods suffice. 
They are set forth generally with an 
explanation of the underlying logic, 
where analysis would have to be used 
in the course of proof. 


Although the purpose of the author 
is to expound theory, his exposition is 
enlivened by a liberal use of practical 
examples from such diverse fields 
as epidemiology and industrial test- 
ing. To help the reader determine 
whether he follows the argument, 
simple examples to be worked out are 
added to most chapters, with the an- 
swers supplied at the back of the 
book. There is also a useful bibliog- 
raphy and index. 


This book will be of value to all 
who want a clear, non-technical intro- 
duction to statistical theory: to the 
accountant wishing to use statistical 
sampling in his audits; to the man- 
agement consultant seeking to im- 
prove inventory controls; and to the 
economist wanting to forecast the 








\2> 


582 THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1961 


course of securities’ prices using cor- 
relation analyses for time series. 


E. O. N. Bit, C.A. 
BX 


New York, N.Y. 
“Electronic Data Processing and 
Auditing” by Felix Kaufman; pub- 
lished by The Ronald Press Co.; 180 
pages; $7.50 

Keenly aware of the importance of 
internal control to the independent 
auditor, Dr. Kaufman, a partner of 
Lybrand, Ross Bros. & Montgomery, 
sets out in this book the effects of 
electronic data processing on account- 
ing and auditing practices. 

The difficulties of unfamiliar ter- 
minology caused by the very nature 
of the subject are largely overcome by 
a brief description, in the early chap- 
ters, of the elements of an electronic 
data processing system, the functions 
such a system can perform and the 
general capabilities of this type of 
equipment. Terms associated with 
computers are defined. 

A chapter on “Planning for Data 
Processing” brings out certain prob- 
lems inherent in any change-over 
from a data processing activity based 
on individuals to one based on a 
mechanical computing system, and 
emphasizes the need for close atten- 
tion to detail in the planning stage. 
Adequately prepared process flow 
charts and computer flow charts are 
of great value to the auditor in en- 
abling him to gain an understanding 
of the framework of the system. 

To illustrate the impact of elec- 
tronic data processing equipment on 
accounting procedures, the following 
specific functions are considered: 
payroll, sales, accounts receivable, 
cash receipts, purchases and cash dis- 
bursements. 


The more commonly found internal 
control systems, as set out in a bul- 


letin issued in 1949 by the American 
Institute of Certified Public Account- 
ants, are compared with computer 
procedures. The question of “reliabil- 
ity” of the wealth of data produced 
by the computer is considered, and 
the role of redundancy in checking 
such reliability is stressed. 


The auditor, in thinking of internal 
control, normally considers the extent 
to which the work of any one em- 
ployee is checked or proven by the 
work of any other employee. At first 
glance, the introduction of a comput- 
ing machine into an office would seem 
to be at odds with the division of 
work principle, in that many tasks 
formerly carried out by different em- 
ployees will be performed by the one 
machine. The author believes, how- 
ever, that the kind of control at- 
tributed to separation is actually in- 
creased by the use of such a machine, 
explaining that there are two ways to 
be inaccurate: deliberately and_ in- 
advertently. The first may be avoid- 
ed if it is established that means of 
carrying out any specified process 
have been designed by authorized 
personnel, and are capable of produc- 
ing the desired results. Devices and 
programming methods are available 
to cope with possible inadvertent 
errors. 


Of necessity, auditing procedures 
must often be altered where elec- 
tronic machines are used. In some 
cases, sufficient printed information 
will be available; in others, data relat- 
ing to periods prior to the current 
one will not be readily at hand, and 
will require indirect look-up _tech- 
niques. The auditor will have to be- 
come familiar with such methods. 


Undoubtedly, automation is becom- 
ing increasingly important in the re- 
cording of everyday transactions. To 
the businessman interested in the con- 


tr 
al 


cre 


0! 


eso 


wrnpDpa‘a fb ee 


_ 


“a res ew «68DCU 


ee LS ee «Sl = § 


961 


nt- 
ter 
vil- 
ed 
nd 


ng 





CURRENT READING 


trol feature and to the independent 
auditor faced with the task of audit- 
ing the records produced by an elec- 
tronic system, this book has much to 


offer. 
D. H. Hatt, C.A. 


< Toronto, Ontario 


ay 


“Auditing Principles: Objectives, Pro- 


cedures, Working Papers” (2nd ed.) 
bv Howard F. Stettler; published by 
Vveatice-Hall Inc.; 747 pages; $11.35 


This second edition of a widely 
used auditing text presents up-to-date 
auditing information in a concise and 
understandable manner. It incorpor- 
ates several new chapters on statis- 
tical sampling, management services, 
internal auditing and electronic data 
processing. These chapters cannot 
and do not cover the subjects com- 
pletely, but nevertheless provide a 
glimpse into specialized auditing 
areas. 

The author approaches his subject 
from the point of view of the senior 
in charge of the audit. In conse- 
quence, he does not emphasize the 
listing of specific procedures, but 
points instead to the objectives in 
verifying a particular item and shows 
how these are generally achieved. 
The reader must, therefore, under- 
sand the points in question rather 
than memorize detailed audit pro- 
grams. Frequent references are made 
to current pronouncements on audit- 
ing from the Committee on Auditing 
Procedure of the American Institute 
of Certified Public Accountants. 


The major portion of the text deals 
with the auditing of specific assets, 
liabilities, revenue and expense items. 
Each chapter discusses internal con- 
trol, standards of statement presenta- 
tion and audit objectives and pro- 
cedures, and summarizes the import- 
ant facts of each of the preceding 
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topics. The chapters conclude with 
handwritten — illustrative working 
papers on the particular aspects of 
auditing covered. A practice case may 
be obtained from the publishers for 
the same company whose working 
papers are illustrated, pertaining to 
the transactions of the following year. 

Each chapter also includes review 
questions and problems, many of 
which are from the uniform examina- 
tions of the American Institute of 
Certified Public Accountants. 

The book includes the major por- 
tions of three auditing case studies, 
which can be used to illustrate the 
application of auditing procedures in 
specific situations. These case studies, 
part of a series published by the 
American Institute, can be used for 
discussion groups, particularly for 
students-in-accounts. 

This book is a good basic auditing 
text written from a practical point of 
view. As an American book it does 
not include references to Canadian 
law and business practice, and this 
limits its value to Canadian readers. 

ALLEN Baxter, C.A. 
University of British Columbia 
Vancouver, British Columbia 
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Office Equpment Review 


IBM 1401 Data 
PROCESSING SYSTEM 


In recent years significant develop- 
ments have taken place in electronic 
computers that are used for business 
purposes. Of substantial importance 
was an announcement made in Octo- 
ber, 1959 by International Business 
Machines Company, Ltd. (IBM) of 
the 1400 series of computers. We are 
informed that approximately 125 sys- 
tems have been ordered in Canada 
since the introduction of the series, 
some 35 of these in Toronto. The first 
1401 system was installed in the IBM 
Toronto Datacentre in February, 
1961. It is anticipated that a sub- 
stantial number will be in use by the 
end of 1961. 


A Description of the System 


The IBM 1401 data processing sys- 
tem is a fully transistorized or solid 
state electronic system in the inter- 
mediate class, consisting of punched 
card or magnetic tape input and out- 
put, a stored pragram processing unit 
and a high-speed printer. 

The system was primarily designed 
for two purposes: 

l. To facilitate the transition from 
punch card recording to electronic 
data processing systems, where 
similar concepts of processing can 
be retained but results achieved at 
much higher rates of speed. 

To perform auxiliary functions for 
large data processing systems, thus 


bo 


allowing the time of the latter to 
be put to more efficient use. 


The 1401 punched card system 
combines the functions of convention- 
al tabulator, summary punch and cal- 
culator, and because of its speed and 
powerful instructions provides the 
equivalent of storage units of greater 
capacity. The 1401 is also available 
in equipment groupings which in- 
clude magnetic tape systems. Such 
equipment groupings are compatible 
with larger IBM magnetic tape sys- 
tems, making possible the use of the 
1401 as a comparatively inexpensive 
satellite installation, producing data 
for central processing. 

This equipment may well prove im- 
portant to companies ready to change 
from clerical or conventional punched 
card processing to higher order mech- 
anization, incorporating electronic 
data processing concepts. The manu- 
facturers state that the 1401 data 
processing system was designed and 
planned to facilitate such a transition. 
For example, the speed of punched 
card input is much higher than that 
of conventional punched card equip- 
ment, and yet the machine eperations 
in terms of punched card input are 
similar. The same applies to punch- 
ed card and printed output: speeds 
are greater, concepts are similar. 


The Equipment 
General Characteristics 


The system uses magnetic core 
storage as do all major computers de- 
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IBM 1402 Card Read Punch 


veloped in the past few years. Among 
its important features is variable word 
length, which eliminates the need for 
fixed record length on magnetic tape. 
Programming has been simplified and 


- improved when compared with earlier 


computers. As an example, one in- 
struction on the 1401 is comparable 
to three to four instructions on the 
IBM 650 series of computers. There- 
fore, a 1401 program will normally 
consist of one-third to one-quarter 
as many instructions as a comparable 
650 program. 

The illustration shows the main 
components of a typical IBM 1401 
data processing system, which are, 
from left to right: 


1402 Card Read Punch 

It can read up to a maximum of 
800 cards per minute, and can 
punch up to 250 cards per minute. 
It reads and punches independently, 
these operations being controlled by 
programming. 


1401 Processing Unit 

The console contains the arithmetic 
and program controls, core storage, 
console and input-output controls. 
Storage is available in blocks of 1,400, 





IBM 1401 Processing Unit 
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IBM 1403 Printer 


2,000 or 4,000 positions, up to an 
overall maximum of 16,000 positions. 


1403 Printer 

This has a printing speed of 600 
lines per minute. There are 100 or 
132 printing positions per line, spaced 
horizontally at 10 characters per inch. 
The vertical spacing is six or eight 
lines per inch; 48 characters are avail- 
able for each print position. A recent 
announcement was made of a model 
printing at a rate of 1,285 lines per 
minute. 


Other Components 
The following items of equipment, 

which are not illustrated or described 

in detail, may be incorporated into 
the system: 

729 magnetic tape unit — a maximum 
of six units can be incorporated. 
7330 magnetic tape unit — six units 

can be incorporated. 

1405 magnetic disc storage — this per- 
mits random access within a 1400 
system. 

1210 sorter-reader — this sorts and 
reads magnetically inscribed docu- 
ments at 900 per minute. 


Use of the System 
The 1401 data processing system 

















586 THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1961 





would be of interest to companies 
processing large volumes of paper- 
work. As a guide, any punched card 
installation with two high-speed ac- 
counting machines such as the IBM 
model 407 or four model 402’s or 
403’s would normally be considered 
as a potential user of the 1401 data 
processing system. 


Applications which could be con- 
sidered for processing on the 1401 
system include: 


1. Preparation and rating of insur- 
ance premium notices. 


2. Production control, machine load- 
ing and production reporting. 

3. Preparation of hourly payrolls 

and labour distribution. 

Cost accounting. 

5. Clerical work, including accounts 
payable, accounts receivable and 
other large-volume applications. 
A typical payroll preparation and 

labour distribution system for a com- 
pany with some 4,000 employees 
creating some 20,000 labour tickets in 
a week would include the preparation 
of time cards, the production of pay- 
roll registers, distribution reports, 
cheque and earning statements, re- 
porting of distribution of payroll 
against budget, bank reconciliation, 
zero balancing hours on labour tickets 
to time cards, the sorting of labour 
tickets by job, the production of 
labour distribution reports, and an- 
cillary jobs. Total computer time for 
the complete application as outlined 
would be approximately 4.75 hours. 


Rentals 


As for all electronic computers and 
related equipment, rentals vary con- 
siderably according to the type of 
work that is to be processed. The 
monthly cost of a typical 1401 card 
system would be as follows: 










Monthly 
1401 processing unit — model F3 
with 4,000 positions of core 


OLLIE I Re Ds eee $1,815 
1402 card read punch .................... 630 
1403 printer — model 1 .................... 830 
1405 magnetic disc storage 

OTM eco atk Sonu 1,085 
Dise storage control .......................... 400 
Additional access arm ................00.... 450 

RR i ce ee $5,210 





In general, rentals for these systems 
will vary between $5,000 and $10,000, 
depending upon whether punched 
card or magnetic tape input and out- 
put are used. 


The Use of Service Bureaus 


The first 1401 data processing sys- 
tem installed in Canada was at the 
Toronto Datacentre operated by IBM. 
Subsequently, IBM announced plans 
for data centres to be opened across 
Canada, to which, it is understood, 
they hope to transfer the processing 
work of companies who are now 
large punched card users. In addition, 
approaches are being made to com- 
panies considering installing 1401 
data processing systems to transfer 
their work to such centres. It seems 
likely that the use of service bureaus 
will increase in the years ahead. 


Installation Problems 

The problems normally associated 
with the introduction of higher speed 
equipment may be anticipated in in- 
stalling a 1401 system. In general, it 
would appear that approximately 18 
months should be allowed if a con- 
version is being made from a cler- 
ical or a punched card system. If the 
change is from another computer, it 
could probably be accomplished in 
one year. As with the majority of 
computers, the systems approach is 
all-important. All applications must 
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be carefully programmed, test-run 
and thoroughly tried out on a parallel 
basis before a conversion is made. 


The normal problems of space avail- 
ability, wiring, temperature control 
and humidity control that are associ- 
ated with punched card installations 
will be faced in installing a 1401 sys- 
tem. The requirements, however, are 
not such that most companies will be 
faced with substantial expenditure in 
building new premises or making 
costly alterations to existing space. 


For Management's Attention 

The possible use of a 1401 data 
processing system should be consider- 
ed by management if: 

1. A punched card system is now in 
use with rentals of approximately 
$4,000 per month. 

2. The results being obtained from 
a computer system now in use are 
not considered satisfactory. 

3. Clerical costs for high-volume op- 
erations are in excess of $20,000 a 
month for salaries and equipment 
rental. 


This department is designed to in- 
terest readers in significant develop- 
ments occurring in office equipment. 
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Further details will usually need to 
be obtained from an equipment man- 
ufacturer before any decision is made 
as to whether use should be made of 
the equipment. Inquiries should be 
referred to the manufacturer con- 
cerned. 

In the August issue, this depart- 
ment will review the National Cash 
Register Company 390 computer. 


Other Manufacturers of Computers 
for Business 
Bendix Computer 
c/o Computing Devices of Canada Ltd. 
164 Eglinton Avenue East, Toronto. 
Burroughs Business Machines Ltd. 
752 Bay Street, Toronto. 
Canadian General Electric Co. Ltd. 
214 King Street West, Toronto 
International Computers & Tabulators 
(Canada) Ltd. 
1000 Yonge Street, Toronto. 
The McBee Co. Ltd. 
179 Bartley Drive, Toronto 
National Cash Register Company of 
Canada Ltd. 
222 Lansdowne Avenue, Toronto. 
RCA Victor Co. Ltd. 
Computer & Data Processing Division 
1001 Lenoir Street, Montreal 30 
Remington Rand Ltd. 
984 Bay Street, Toronto 








NEWS OF 


Alberta 

J. B. Macmahon, C.A. announces the 
opening of offices for the practice of his 
profession at 208 Essex Bldg., 9950 — 107 
St., Edmonton. 

Collins & Hames, Chartered Accountants, 
announce the removal of their offices to 505 
—8th Ave. S.W., Calgary. 


British Columbia 


H. J. Meyer, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 2125 Kingsway, Vancouver 16. 

W. F. Burnett, C.A. announces the re- 
moval of his office to Ste. 202, 1033 Davie 
St., Vancouver 5. 


Griffiths & Griffiths, Chartered Account- 
ants, announce the admission to partner- 
ship of J. R. Lake, C.A. and B. P. McAfee, 
C.A. and the removal of the firm’s offices 
to 924 West Hastings St., Vancouver 1. 


Reynolds, Anderson, McPherson & Co., 
Chartered Accountants, announce the re- 
moval of their offices to Ste. 1818, Marine 
Bldg., 355 Burrard St., Vancouver 1. 


Manitoba 


Donovan, Stone & Co., Chartered Ac- 
countants, 136 Eleventh St., Brandon, an- 
nounce the admission to partnership of P. 
J. Kelleher, C.A. 


New Brunswick 

J. C. Bartlett, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Lancaster. 


Ontario 


The appointment of Professor W. J. Mc- 
Dougall, C.A. as professor of business ad- 
ministration at the University of Western 
Ontario has been announced. 

A. L. Favretto, C.A. and T. W. Sinclair, 
C.A. announce the formation of a partner- 
ship for the practice of their profession un- 
der the firm name of Alfred L. Favretto & 
Co., Chartered Accountants, 3rd Floor, 58 
Lisgar St. S., Sudbury. 

Jack Campbell, C.A. has been elected 
president of the Sudbury Rotary Club for 
the 1961-62 term. 


_ x a 
4 
MEMBERS 


The appointment of R. J. Withey, C.A. 
as comptroller of V. K. Mason Construction 
Ltd., Toronto, has been announced. 


H. R. Kingsland, C.A. announces the re- 
moval of his office to 220 Eglinton Ave. E., 
Toronto 12. 


T. G. Hillis, C.A. has been appointed as- 
sistant comptroller of O’Keefe Brewing Co. 
Ltd., Toronto. 

N. D. Gough, C.A. has been appointed 
president of Canadian Motorways Ltd., 
Toronto. 

Gaviller, McIntosh & Ward, Chartered 
Accountants, Owen Sound, announce the ad- 
mission to partnership of F. G. Black, C.A., 
resident in Collingwood, and J. E. Kennedy, 
C.A., resident in Walkerton. 

G. M. Goodman, C.A. announces the 
opening of an office for the practice of 
his profession in the Bathurst-Towers Bldg., 
Ste. 405, 2828 Bathurst St., Toronto 10. 


Quebec 

E. P. Hopper, C.A. has been appointed 
chief of the audit and inspection division 
of the United Nations Relief and Works 
Agency, Beirut, Lebanon. 

Morton Hersh, C.A. and Ronald Singer, 
C.A. announce the formation of a partner- 
ship for the practice of their profession 
under the firm name of Hersh, Singer & 
Co., Chartered Accountants, with offices at 
5757 Decelles Ave., Montreal 26. 

I. Grey, C.A. announces the removal of 
his office to Ste. 114, 5871 Victoria Ave., 
Montreal 26. 


OBITUARY 


We regret to announce the death of the 
following member: 


GEORGE GERARD MURRAY: who died 
suddenly on May 4, 1951, in Roxboro, Que- 
bec at the age of 34. A native of Toronto, 
he was educated in Montreal and admitted 
to the Quebec Institute in 1956. Mr. Mur- 
ray was a past president of the Quebec Stu- 
dents Society. At the time of his death, he 
was secretary-treasurer of Domil Limited, 
Montreal. 
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B.C. INSTITUTE 


Strong Vocational Interest Test: The B.C. 
Insitute has sponsored sessions of the Strong 
Vocational Interest Test this year for 379 
male high school graduates in the Van- 
couver-Fraser Valley area, and 38 in the 
Okanagan district. Copies of the test re- 
ports for all candidates will be supplied to 
high school counsellors. 

Service Award Program: Nineteen firms 
will subscribe to the 1961 service award 
program, and 27 high school graduates have 
applied for awards. Successful applicants 
will spend the months of July and August 
in the employ of a practising firm prior to 
entering university in September. 

The purpose of the program is to enable 
high school graduates progressing to uni- 
versity to obtain some idea of the work 
carried out by practising chartered account- 
ants. It is anticipated that candidates who 
develop an interest in this work will elect 
the combined B.Com./C.A. course at U.B.C. 


Okanagan-Mainline C.A, Club: The annual 
meeting of the Okanagan-Mainline C.A. 
Club was held in Kelowna on May 5. 


ONTARIO INSTITUTE 


Francis H. Buck Memorial Fund: As a 
means of commemorating the contribution 
to the profession made over many years by 
Francis H. Buck who died on December 
10, 1960, the Council authorized an ap- 
peal for donations to establish the Francis 
H. Buck Memorial Fund. This appeal was 
mailed to members during April and the 
response has been most gratifying. When 
the size of the fund has been finally estab- 
lished a decision will be made on the man- 
ner of disposition of the income. Because 
of Mr. Buck’s keen interest in the educa- 
tional side of the Institute’s activities, it is 
likely that awards will take the form of 
scholarships or prizes, and a number of 
members have submitted suggestions which 
will be of help to the committee charged 
with making a decision. 


April 12 General Meeting: Members are 
advised that there are a number of copies 


of the full transcript of proceedings of the 
April 12, 1961 general meeting of members 
available on loan on request made to the 
Registrar. The transcript may be borrowed 
for a one-week period, and the cooperation 
of members is asked to return the docu- 
ment within this period so that other in- 
terested members may be sent a copy. 


QUEBEC INSTITUTE 


Provincial Conference: Key speaker at the 

5th annual conference of the Quebec In- 

stitute at Laval University, Quebec, on 

Thursday and Friday, June 15 and 16 is 

Hon. Jean Lesage, Premier of the Province 

of Quebec. Mr. Lesage will address the 

meeting immediately after luncheon on 

Thursday. 

Another important speaker is J. A. Wil- 
son, F.C.A., president of the Canadian In- 
stitute, who will give an address to the 81st 
annual meeting on Thursday afternoon. 

Technical sessions will permit full-scale 
consideration of relatively few topics. The 
French program includes: 

La Participation du Vérificateur dans le 
Financement des Entreprises: Sous la 
présidence de M. A. Emile Beauvais, C.A. 

Le Comptable Agréé et les Assurances: 
Sous la présidence de M. Lucien D. Viau, 
C.A. 

Les termes Comptables en Francais: Sous 
la présidence de M. Gustave E. Trem- 
blay, C.A. 

Etude du Rapport du Vérificateur: Sous la 
présidence de M. J. Emile, C.A. 

The English subjects are: 

Accounting Principles — Flexibility or Uni- 
formity? Chairman, G. Arnold Sharp, 
CA. 

Improved and Expanded Services to Clients: 
Chairman, Harold S. Moffet, C.A. 


Members of the Quebec Institute have 
received a detailed announcement and reg- 
istration form for the conference. Mem- 
bers of other Provincial Institutes will be 
welcome and may secure additional infor- 
mation from the Quebec Institute, 630 La- 
gauchetiere Street West, Montreal. 


589 











CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should 


be sent to The Canadian Chartered 


Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted $7.00 per column inch; Positions offered, 
$10.00 per column inch; Professional opportunities, $15.00 


per 


column inch; 


Semi-display rate, $17.00 per column inch. 
Closing date is 11th of preceding month. 





ACCOUNTING PRACTICE: Toronto firm 
of chartered accountants wishes to pur- 
chase practice in or about Toronto from 
practitioner contemplating retirement. Box 
344. 





FIRM OF CHARTERED Accountants, 
presently established in Ontario, wishes to 
acquire a Toronto practice to serve exist- 
ing clients and for expansion. Will con- 
sider purchase, merger or succession. Box 
343. 


PRACTICE WANTED, Toronto, outright 
purchase or part interest up to $60,000. 
Rosenthal, Rosenthal & Co., LE 1-2535. 


PARTNERSHIP OPPORTUNITY: Long 
established, aggressive and still growing 
eastern firm has opening for top calibre 
chartered accountant at partnership level. 
Qualifications required, beside technical 
knowledge and experience, are personality, 
drive, initiative and managerial capacity. 
Preferred age 28 to 40. This is a challeng- 
ing opportunity for an ambitious man who 
has the high standard of all-round ability 
which is required. Box 345. 


COMPTROLLER: An International Cana- 
dian Company with head office in Mont- 
real, requires the services of a mature 
comptroller to take charge of the financial 
division of its Colombian company. Must 
have previous papermill experience and a 
working knowledge of Spanish. Salary 
commensurate with experience. All re- 
plies will be acknowledged and treated con- 
fidentially. Please send resume, stating 
qualifications, experience, etc., to: Person- 
nel Department, P.O. Box 569, Montreal, 
Quebec, Canada. 


INTERMEDIATE STUDENTS required by 
Wm. Eisenberg & Co., 425 University Av- 
enue, Toronto, EM. 3-4229. 








REQUIRED BY public practitioner located 
within 25 miles of downtewn Toronto, a 
fifth year student or recent graduate with 
partnership qualities. Reply giving full 
particulars as to education, experience, 
marital status and salary required to Box 
341, 


CHARTERED ACCOUNTANT: Comptrol- 
ler required by 150 bed hospital situated in 
Bermuda. Hospital accounting experience 
preferred but not essential as arrangements 
can be made for initial training in this 
field. Due to anticipated expansion of the 
hospital’s facilities, prospects for advance- 
ment are excellent. Applicant must be a 
capable person able to accept responsibility 
and to direct personnel and should have a 
minimum of five years experience since ob- 
taining degree. Address replies in own 
handwriting, giving full particulars, to Ad- 
ministrator, King Edward VII Memorial 
Hospital, Bermuda. 


INTERMEDIATE and senior students re- 
quired for C.A. firm in London, Ontario. 
Student training program and usual bene- 
fits available. Reply stating full particu- 
lars of educational qualifications and ex- 
perience. Box 342. 


3RD YEAR or intermediate student: Re- 
quired by a firm of chartered accountants 
in St. Thomas, Ontario. Excellent oppor- 
tunity for right man. Kindly submit re- 
sults of all examinations, age, marital sta- 
tus and character references. Box 347. 


FIRM of chartered accountants situated 
in southern Ontario has opening for young 
chartered accountant, preferably recent 
graduate. Excellent opportunity for right 
man. Ultimate possibility of partnership. 
Consideration will be extended to those 
writing finals in June, 1961. Reply giving 
full particulars of age, education, etc. to 
Box 349. 
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CHARTERED ACCOUNTANT 


REQUIRED IMMEDIATELY to assume duties of comptroller for newly- 
formed private television network. The man we select must have several 
years of business experience, preferably in the broadcasting or advertising 
agency fields. He must be capable of setting up and supervising the entire 
accounting department, and preparing budgets and financial statements. This 


is a good executive position, with pleasant surroundings and the best equip- 
ment, in a stimulating industry. Apply in writing, giving full particulars to: 


S. W. CALDWELL, 
C.T.V. TELEVISION NETWORK LTD., 
Toronto 5, Ontario. 


400 Jarvis Street 


CHARTERED ACCOUNTANT, age 30, 
available during university summer recess 
from about June 1, 1961 to middle of Sep- 
tember 1961. Toronto area. Box 337. 


CHARTERED ACCOUNTANT, B.Com., 
age 28, professional and taxation experi- 
ence, desires position in industry. Ontario 
or Montreal location preferred. Box 351. 
CHARTERED ACCOUNTANT — Toronto, 
with nucleus of growing practice, desires 
position leading to partnership or succes- 
sion prospects. Box 350. 


— 


Inventory 





and 
Liability 


Certificates 





CHARTERED ACCOUNTANT, B.Com., 
age 33, presently engaged in administrative 
capacity in the oil industry desires to re- 
locate in a position where initiative, ima- 
gination and aggressiveness could lead to 
managerial status. Box 346. 





C.A. AVAILABLE for part-time or tempor- 
ary accounting, Toronto area. RO 9-7735. 


RECENT GRADUATE or senior student 
required by Southwestern Ontario firm. 
Partnership prospect. Box 348. 


Blank, per 50 of either .. $1.00 
Blank, per 100 of either.. $2.00 
Available in English or French 


in blank only. 


Postage or express collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


| 69 Bloor Street East, Toronto 5, Ontario 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 





PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - - = ~ Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - - + Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 


The Canadian Bank of Commerce Building - - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 
The Bank of Canada Building, 250 University Avenue Toronto 1, Ont. 
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McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


— | WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - -  - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


“aH HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


f. 505 Bank of Canada Building - - - Montreal I, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 
t. 100 Place dYouville, Suite 200 - - - Quebec, P.Q. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - - - = Regina, Sask. 


LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 


We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 200 UNIVERSITY AVE., TORONTO 1 


ELDER, DONALDSON & CROFTS 


OREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 
Chartered Life Underwriters 55 Yonce Street, Toronto, ONT. 


J. MILTON BROWN — J. ROGER FLUMERFELT 


Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 Sr. James St. West MonrTREAL, Ques. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 
Sun Lire Bumpinc MONTREAL, QuE. 
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How does Accounts 
Receivable Financing work? 


The cost for the loan is slightly higher 
than the interest rate charged by the bank, 
our charge being 7% per annum. Our 
profit is made from a small service charge 
of from 1% to 24%2% per invoice, charged 
only once (and not each month as some 
people think), that is made when the 
receivables are discounted. 


We set no limit on our loans. Our 
advances are made accordingly to their 
sales. The more they sell, the more money 
the firm needs to operate. Funds are 
available immediately as goods are 
shipped. 


No contracts are signed obligating the 
firm to discount all their receivables for 
any period of time with us. 


Nor do we ask that they assign all their 
accounts to us. The firm may wish to keep 
certain accounts, who do not wish to be 
factored, for themselves. 


_ We advance 75% - 90% on the 
invoices. These advances are usually made 


on a weekly basis but can be done 
more frequently if desired. 


_ The difference, which we call reserves, 
is paid back when the account is paid. 


Advances on every acceptable schedule 
of invoices will be paid the same day 
we receive the schedule. 


Last year the total volume of factoring 
and accounts receivable financing in the 
United States reached $11-billion. Non- 
Bank Financing evidently works. The 
costs are usually offset by increased sales; 
and increases profits through having 
proper inventories and modern plant and 
equipment made possible by our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITED 
1541 Davenport Road, 

Toronto 4, Ontario, LE. 6-1115 


SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 


The Institute of Chartered Accountants of Ontario 


The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 
Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 


of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 
Head Office of Canada: 160 Bloor St. E., Toronto 





ARE YOU FAMILIAR WITH TnéSE [BM SYSTEMS? 


As an accountant you will know a great deal about IBM Systems, 
but you may not yet be familiar with these newer ones. 


The IBM 7070 Solid State Computer—A powerful and completely 
balanced data processing system in the computer field. 


The IBM 1410 Solid State Computer—Completely modular in design, 
incorporating punched card and magnetic tape devices as well as 
RAMAC*%, is an advance intermediate data processing system. 


The IBM 1401 Solid State Computer- A high powered data processing 
system, utilizing the building block principle, in a price range from that 
of a conventional punched card accounting system. 

The IBM Series 50—A complete f¢::nched card accounting system 


that operates at lower speeds than large systems and costs less. 
*T.M. Reg. 


For more detailed information, contact balanced data processing 
your IBM Representative 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED Branches in principal cities 
SEEMS 00 SOREN SRS eT ET RS, ST TNT LE ETI 





